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PREFACE 


This text has been written to give students an understanding of book- 
keeping principles and procedures. The discussions and illustrations develop 
the subject from the point of view of the beginner. Consideration is given 
both to the reason for bookkeeping procedure and to the method of applying it. 

Fundamental accounting principles are developed as a result of reason 
and not rules. When the student understands the reason for a process, he 
will not need to memorize formulated rules. He may formulate rules for his 
own guidance, but they will be based on reason. 

Arbitrary rules such as “Debit values received and credit values parted 
with” may be easy to apply in certain cases but in others they can not be ap- 
plied readily and may lead to wrong conclusions. Only an understanding of 
principles makes it possible for a student to advance satisfactorily in book- 
keeping knowledge. 

The equation “Assets = Proprietorship” is used as a basis for the beginning 
lessons. When the student learns the method of recording increases and de- 
creases in assets so as to show their effect on assets and proprietorship, liabili- 
ties are introduced. Thereafter the equation ‘Assets = Liabilities + Proprie- 
torship” is used as a basis for recording transactions. 

Only one phase of bookkeeping is presented at a time, thus permitting 
the student to Jearn as he advances. The discussion in connection with the 
development of each phase of the subject relates to practical transactions with 
which the student is familiar. Business conditions are not changed to fit the 
theory but the theory is made to fit business conditions. 

No attempt is made in this text to draw a distinct line between book- 
keeping and accounting. There may be a distinction between the work of the 
bookkeeper and that of the accountant but the principles applied by each 
are the same. The bookkeeper records the transactions so that the accountant 
may correctly interpret their effect. Both the bookkeeper and the accountant 
must understand the effect of each transaction on the property and property 
rights of the business. 

Throughout the text the lesson plan includes 

(1) Brief, clear discussions of bookkeeping methods and principles. 

(2) Accurate illustrations showing the application of the discussions. 

(3) Short exercises which enable the student to apply the principles and 
methods to business problems. 
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The short exercises are supplemented by practice sets. The purpose of 

these practice sets is to summarize and correlate the various phases of book- 
keeping. Furthermore, through the completion of a practice set the student 
can measure his understanding of the subject and the instructor can know 
that the student understands it. 


The transactions for the practice sets are provided in two forms. 


(1) Memoranda of transactions. 
(2) Business papers. 


The practice sets in which the student makes his record from memoranda 
of the transactions are a part of the text. The practice sets in which the 
student makes his record from business papers are separate from the text 
because it is not practical to print all the business papers in the text. 

If practice sets containing business papers are to be worth while, the 
transactions must be based on the papers. The papers must not be used sim- 
ply as supplementary records but as the authority for the bookkeeping entries. 
For this reason, the text does not provide transactions for the sets in which 
business papers are used, as a pupil might then complete the transactions 
from the memoranda and thus make the vouchers useless. If the instructor 
desires to use the separate sets without business papers, printed memoranda 
of transactions can be secured. 

The federal government is interested in accounting records because of 
the tax assessed on the net income of a business. It has been necessary for the 
Treasury Department to rule on the effect of certain transactions on net profit. 
These rulings are followed in both the text discussion and the practice sets. 
This qualifies the student to record transactions so as to provide information 
which will conform to the Treasury ruling. 

The procedures in this text are based on the methods used by good ac- 
countants. They do not reflect theoretical opinions but rather practical ex- 
perience. The accounting terms and account titles are those used in modern 
accounting practice. Other terminology may seem preferable to some, but 
the student will come in contact with actual business conditions and will need 
to understand the terms commonly used. 

The authors wish to thank the many teachers, bookkeepers, and ac- 
countants who have so kindly offered suggestions for presenting the informa- 
tion in this text. Bookkeepers and accountants were consulted to insure 
information consistent with modern accounting practice. Teachers of book- 
keeping were consulted to insure a presentation most satisfactory to the 
student and to the teacher. 
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TO THE STUDENT 


You can find no better entrance to the business world than through a 
knowledge of bookkeeping. The first question asked of you by a business 
man when you apply for a position is ““What can you do?’”’ When you reply, 
“T can keep your books or perform any clerical work which relates to book- 
keeping,” you are giving a definite answer to this important question. 

The answer suggested has a meaning to the owner of a business. It is 
necessary that he maintain a record of the transactions completed in the 
operation of his business, if he is to have available the information he needs 
regarding the affairs of the business. The business man is not only interested 
in this information himself but others are interested in it. When he wishes 
to borrow money from the bank or purchase merchandise on credit, he will 
be required to supply the banker or creditor with certain information. This 
and much other valuable information can be obtained only through the book- 
keeping records. 

If you enter business as a bookkeeper or as an assistant to a bookkeeper, 
you will find that you have many opportunities for promotion. You may 
advance in the bookkeeping or accounting field. Large concerns have highly 
organized bookkeeping departments controlled by well-paid executives. Book- 
keeping experience will also give you training which will aid in preparing you 
for the profession of public accounting as a Certified Public Accountant (C. 
P. A.). Accountancy is a well-paid profession which is increasing in impor- 
tance each year. 

Those entering business as bookkeepers also find that they have many 
opportunities for promotion to other than bookkeeping work. The bookkeeper 
records the transactions of a business, and thus learns many things about 
how its affairs are handled that could not be learned in any other way. Much 
of this information is confidential and is possessed only by the manager or 
owner and the bookkeeper. A thorough knowledge of the business will aid 
you in securing promotion in many of its departments since business affairs 
ean always be controlled most effectively by those who most thoroughly 
understand them. 

But even if you never keep books or never work as an accountant, a 
knowledge of bookkeeping will have a very real value to you. The study of 
bookkeeping will give you an intelligent and sympathetic view of the duties 
of men in business and of the procedure in buying and selling goods. If you are 
employed in the selling, advertising, buying, delivery, or any other department, 
you will understand the effect of the work of one department on the others. 
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Knowing the accounting principles involved in connection with preparing 
financial reports, you will be in a better position to determine the value of 
investments. Whether you are the owner of a business or a wage earner, it 
will be necessary for you to save in order to increase the amount of property 
you own. The increase in the amount of this property is brought about 
through wise investments which produce an income. 

As an individual, you will have certain social duties to perform in the 
contact with your fellow men. You may be called upon to act as secretary of 
an organization or association. In this capacity you may be required to record 
the transactions completed by the organization or association. A knowledge 
of bookkeeping will be necessary if these transactions are to be recorded so 
as to provide the needed information. 

Should you continue your educational program through college, a knowl- 
edge of bookkeeping will be invaluable. The study of bookkeeping develops 
habits of regularity, promptness, accuracy, neatness, and many other elements 
essential to a complete, well-rounded education. Should you while in college 
major in commerce or accounting, a knowledge of bookkeeping will assist 
you in securing the greatest value from your classes. If your knowledge of 
bookkeeping is sufficient to permit applying it through recording the transac- 
tions completed by a business, you will have available a means of earning an 
income while continuing your education in college. 

You will find bookkeeping a very interesting subject if you keep in mind 
the various ways in which you may use it. Briefly summarized they are: 

(1) It may be used by you in recording transactions for a business so as 
to provide the information needed by the owner. 

(2) If at any time you own or manage a business, you can use your 
knowledge of bookkeeping to interpret the information reported to you by 
the bookkeeper or the accounting department. 

(3) Bookkeeping will give you an understanding of business which will 
be of assistance in completing all types of business transactions as an em- 
ployee, a professional man, or the owner of a business. 

(4) Bookkeeping leads to an understanding of business values that will 
aid you in making investments. : 

(5) Bookkeeping lays an excellent foundation for work in college and for 
securing a well-rounded education. 


CHAPTER I 
PROPERTY AND ITS OWNERSHIP 


A business is operated in order to earn a profit for the owner, that is, to 
increase the amount of his property. The owner, therefore, needs to know 
the amount of his property and whether it is increasing or decreasing. The 
purpose of bookkeeping is to provide records showing the owner the amount 
of his property, the increases or decreases and the reasons for the changes. 


Assets. In the operation of a business, property is needed. For example, 
if a merchant is to make sales, he must have merchandise in stock, equipment 
for displaying the stock, and money to pay for additional merchandise, for 
rent and for salaries. The money, merchandise, equipment and other property 
needed to carry on the operations of a business are known as assets. 

Thus, cash is an asset, merchandise is an asset, equipment is an asset. 
Asset values are expressed in dollars and cents because money is the medium 
of exchange and the standard of value. 


Property Rights. All assets are owned. The owner’s exclusive right 
to property is known as ownership, proprietorship, or capital. If there are no 
debts, the value of the proprietorship is the same as the value of the assets. 

Assets and Proprietorship. When the proprietor of a business owns 
all the assets used in the operations of the business and has no debts, his 
property and property rights stated in equation form are: 


ASSETS = PROPRIETORSHIP 


This equation applied to assets of $2,550.00 belonging to the proprietor 
of a shoe business, who has no debts, is: 


ASSETS $2,550.00 = PROPRIETORSHIP $2,550.00 


If the assets mentioned in the preceding equation consist of cash $350.00, 
shoes $1,800.00, and equipment $400.00, and C. W. Dow is the jane wee 
the equation can be expressed : 


CasH $350.00 +SHOES $1800. 00+ EQurIP. $400. 00 =CuW. Dow, Prop. $2550.00 
The abbreviation “Equip.” refers to ‘‘equipment’’ and ‘‘Prop.” to “proprietorship.” 


Business Transactions. The exchanges incident to buying mer- 
chandise, other property and services, and selling merchandise, other 
property and services are referred to as business transactions. Hach of these 
transactions results in a change in the nature of the assets owned and may 
result in an increase or decrease in the proprietorship. 
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C. W. Dow pays $50.00 in cash for shoes purchased. 

As a result of this transaction, the nature of the assets owned is changed, 
but the proprietorship is not affected. C. W. Dow owns $50.00 less cash and 
$50.00 more merchandise; the total value is the same, hence his ownership 
is the same. 

C. W. Dow pays $10.00 in cash for additional equipment. 

As a result of this transaction, the nature of the assets owned is changed, 
but the proprietorship is not affected. C. W. Dow owns $10.00 less cash and 
$10.00 more equipment; the total is the same, hence his ownership is the 
same. 

C. W. Dow receives $125.00 in cash for sales of shoes which 
cost $75.00. 

As a result of this transaction, the nature of the assets owned has changed 
and the proprietorship has increased. The asset cash has increased $125.00. 
The asset merchandise has decreased $75.00. The total of the assets has, there- 
fore, increased $50.00. Since assets equal proprietorship, the proprietorship 
has also increased $50.00. 


C. W. Dow pays $2.00 in cash for delivering shoes sold. 
As a result of this transaction, the asset cash has decreased $2.00. No 
other asset has increased, hence the total of the assets has decreased $2.00. 
Since assets equal proprietorship, the proprietorship has also decreased $2.00. 


Recording Transactions. The information given with each of the 
foregoing illustrations states the effect of the transaction on the assets and 
proprietorship, but does not provide the final results of the four transactions. 
The owner is interested in knowing his proprietorship and the amount of each 
kind of assets on hand after the transactions have been completed. 

C. W. Dow, a retail shoe merchant who owes no debts, has on hand 
Monday morning, May 12, the following assets which are used in the opera- 
tion of the business: cash, $350.00; shoes, $1,800.00; equipment, $400.00. 


These facts stated in equation form are: 
CASH $350.00-+SHOES $1800.00 + Equip. $400.00 =C. W. Dow, Prop. $2550.00 


During the day the following transactions are completed: 
Pays $50.00 cash for shoes purchased. 


This transaction decreases the asset cash and increases the asset shoes : 
$50.00. Its effect on the beginning equation is: 


CASH $350.00 +SHOES $1800.00 + Equip. $400.00 =C. W. Dow, Prop. $2550.00 
— 50.00 + 50.00 


CASH $300.00- 00-++SHOES $1850.00 00+Equrr. $400.00 00=C. W. Dow, Prop. $2550.00 00 


C. W. Dow now owns cash, ae shoes, $1,850.00; and equipment, $400.00 ; hence 
his ownership of the assets is $2, 550.0 
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Pays $10.00 in cash for additional equipment purchased. 


This transaction decreases the asset cash and increases the asset equip- 
ment. Its effect on the preceding equation is: 


CASH $300.00 +-SHOES $1850.00-+EqQuiP. $400.00 =C. W. Dow, Prop. $2550.00 
—10.00 +10.00 


CASH $290.00-+SHOES $1850.00 + Equip. $410.00 =C. W. Dow, Prop. $2550.00 








C. W. Dow now owns cash, $290.00 ; shoes, $1,850.00 ; and equipment, $410.00 ; hence 
his ownership of the assets is $2, 550.00. 


Receives $125.00 in cash for sale of shoes which cost $75.00. 


This transaction increases the asset cash $125.00, decreases the asset 
shoes $75.00, and increases the proprietorship $50.00. Its effect on the 
preceding equation is: 


CASH $290.00-+SHOES $1850.00-+ Equip. $410.00 =C. W. Dow, Prop. $2550.00 
+125.00 — 75.00 + 50.00 


CASH $415.00 +SHOES $1775.00 + Equip. $410.00 =C. W. Dow, Prop. $2600.00 


C. W. Dow now owns cash, $415.00; shoes, $1,775.00; and equipment, $410.00; hence 
his ownership of the assets is $2, 600.00. His proprietorship is $50.00 more than in the 
preceding equation because of the increase of $50.00 made by selling the shoes for more than 
cost, that is, a price greater than he paid for them. 





Pays $2.00 in cash for delivering shoes. 


This transaction decreases the asset cash $2.00 and the proprietorship 
the same amount. Its effect on the preceding equation is: 


CasH $415.00+SHOES $1775.00 + EquIP. $410.00 =C. W. Dow, Prop. $2600.00 
— 2.00 — 2.00 


CASH $413.00+SHoES $1775.00 + Equip. $410.00 =C. W. Dow, Prop. $2598.00 


C. W. Dow now owns cash, $413.00; shoes, $1,775.00; and equipment, $410.00. His 
ownership has decreased $2.00 because of the expense necessary to deliver the shoes sold. 


Receives $2.50 for the sale of a pair of shoes which cost $4.75. 


This transaction increases the asset cash $2.50, decreases the asset shoes 
$4.75, and decreases the proprietorship $2.25. Its effect on the preceding 
equation is: 


CasH $413.00 +SHOES $1775.00 + Equip. $410.00 =C. W. Dow, PRop. $2598.00 
+ 2.50 — 4.75 — °2.25 


CASH $415.50+SHOES $1770.25 +EqutP. $410.00 =C. W. Dow, PRopP. $2595.75 


W. Dow now owns cash, $415.50; shoes, $1,770.25; and equipment, $410.00. He 
lost $. 25 by selling shoes at this amount below cost. 
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The effect of the five transactions on the beginning equation, arranged in 
consecutive order, is: 


Cashp350.00 + thoes $ 1%00.00 + Czuphoo.oo =CHLow Pep. $2560.00 





Sr ig, OOS ee ees CO eee og oes Se 
Sat iaee 00 + Aoct $/P50. oo + Speuthdtoo. 20 = Ci Sewhid, $2550.00 
— /0.00 : EA WANICE mow S 
Cash $2G0. 00 + hoes t/ P50. oo + bpectp, Hubs 0. oo 2 CLL wiPe $255 0.0 00 
FY SOO oe 7S. 00 a 6 20580, 
Chip eos “Re ens oo F Cpe t ks 0. 00 =tY Liu: Bhoh, $2600.00 
ee oe = 2.00 
Cath fi 3.00 PUES ae a Cees SLI 0.00 abba Bap. L2592.00 
ee eee CH Bee = PSR NRE TD 


=r 
Ligh dh LIES 0 F Hoot 1272.25 F Speietill 0.00 10.00-= = YL ereBerhs. SA 2EGEIS 


When the last equation is compared with the first, it is observed that the 
proprietorship is now $2,595.75, while in the first equation, it was only 
$2,550.00. The proprietorship has increased, therefore, $45.75 ($2,595.75 — 
$2,550.00). The assets and proprietorship show an increase because the in- 
crease resulting from the transactions is greater than the sum of the de- 
creases. 


Exercise 1, Property and Its Ownership 
(ORAL OR WRITTEN) 


1. James Allan, a fruit dealer who owed no debts, had on hand Monday morn- 

ing, April 3, the following assets: cash $900.00, fruit $800.00. What 
_ was the value of his ownership in these assets? 

2. James Allan, in Question 1, paid $600.00 cash for a delivery truck. 
(a) What effect did this have on the amount of cash he owned? (b) 
How many kinds of assets did he own after this truck was purchased? 
(c) What was the value of his ownership? 


8. Saturday night, April 8, James Allan, the fruit dealer renamed in the 
two preceding questions, had assets as follows: cash $650.00, fruit 
$650.00 and delivery truck $600.00. (a) What was the value of his 
assets Saturday night? (b) How much had they increased? 


4. State the nature of the transaction recorded under the equation below: 


CasH $400+-CaAnbDy $500-+ Equip. $200=L. A. ORR, Prop. $1100 
+20 —16 + 4 











5. May 1, W. A. Call, a book dealer who owed no debts, owned assets which 
were used in the operation of the business as follows: cash $350.00, 
books $600.00, equipment $100.00. What was his ownership? 
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6. W. A. Call received $20.00 for a dictionary which cost $13.00. (a) 
What effect did this transaction have on the asset cash? (b) on the 
asset books? (c) on the proprietorship? 

7. Paid $25.00 for a display case. (a) What effect did this transaction 
have on the asset cash? (b) on the asset equipment? (c) on the 
proprietorship? 

8. Paid $20.00 for services of clerk. (a) What effect did this transaction 
have on the asset cash? (b) on the proprietorship? 

9. November 1, W. A. Crow, a hardware merchant who owed no debts, 
owned assets used in his business as follows: cash $600.00, hardware 
$1,500.00, equipment $300.00. November 30, his assets were cash 
$900.00, hardware $1,100.00, equipment $500.00. Did the operations 
of his business result in a profit or a loss? 


Exercise 2, The Effect of Transactions on Property and Its Ownership 

W. R. Allen, owner of a book shop, owed no debts and had on hand, Mon- 
day, June 14, the following assets which were used in the operations of his 
business: cash, $375.00; books, $1,250.00; and equipment, $350.00. Dur- 
ing the week the transactions given below were completed. Prepare equations 
showing (a) the proprietorship at the beginning, and (b) proprietorship after 
each transaction was completed; arrange your work as in the illustration 
at the top of page 6. 


(a) Paid cash, $50.00, for books purchased. 

(b) Paid cash, $15.00, for equipment purchased. 

(c) Received cash,-$#5.25, for books sold which cost $49.15. 

(d) Received cash, $3.90, for a damaged book which cost $5.00. 
(e) Received cash, $91.50, for books which cost $76.45. 

(f) Paid cash, $15.00, for rent for the week. 


Exercise 3, The Effect of Transactions on Property and Its Ownership 


Monday, June 1, O. R. Bacon, a dealer in used automobiles, owed no 
debts and had on hand the following assets which were used in the operations 
of his business: cash, $2,250.00 and used cars, $8,550.00. During the week 
the transactions given below were completed. Prepare equations showing 
(a) the separate assets and the proprietorship at the beginning, and (b) the 
separate assets and the proprietorship after each transaction was completed; 
arrange your work as in the illustration at the top of page 6. 


(a) Paid cash, $350.00, for used Chevrolet. 
(b) Received cash, $600.00, for a used Buick which cost $450.00. 
(c) Received cash, $450.00, for a used Chevrolet which cost $375.00. 
(d) Paid cash, $10.00, for an advertisement in a local newspaper. 
(e) Paid cash, $210.00, for a used Oakland. 
- (f) Received cash, $850.00, for a used Packard which cost $675.00. 
(g) Paid cash, $25.00, for rent for the week. 
(h) Paid cash, $35.50, for services of two salesmen. 
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Recording the Effect of a Group of Transactions. It is not neces- 
sary to prepare a new equation after each transaction if the information 
desired is the effect on assets and proprietorship of a group of transactions. 
Thus, if C. W. Dow wishes to know his assets and proprietorship after com- 
pleting the five transactions of May 12, the record in equation form may be 
as illustrated below. For comparison with the illustration, the transactions 
are repeated. 


(a) Began business with cash,$350.00; shoes, $1,800.00; equipment,$400.00. 
(b) Paid $50.00 in cash for shoes purchased. 

(c) Paid $10.00 in cash for equipment. 

(d) Received cash, $125.00, for shoes sold which cost $75.00. 

(e) Paid $2.00 in cash for delivering shoes. 

(f) Received cash, $2.50, for a damaged pair of shoes which cost $4.75. 


Bath I350.00 + Lhoes $/ £00.00 + Ogg. 00.00 = C4 0s. $2550.00 


EE A RO 
_— 40.00 + /0.00 d 
__ */25,00 : = 7.00 ; - 50.00 
‘> aE 2.90 f = 2.00 
+ 2.50 = alo = Seer 


Latlb 15.50 y, Loos S/T 702-5 + Cgudp. fiL/ 0,00 = CL ier Bhs, S2SGS.95 


The assets and proprietorship at the beginning are indicated in equation 
form. The amount involved in each transaction is written on one line under 
the asset or proprietorship affected. Increases are indicated by the plus 
sign and decreases by the minus sign. 

The increases indicated by a plus sign are added to the amount stated 
in the beginning equation. From this total, the decreases indicated by a 
minus sign are subtracted. The result is the present value of each asset and 
the proprietorship. 


The Account Form. Addition and subtraction were indicated in the 
preceding illustrations by the use of plu's and minus signs, but in bookkeeping 
there is a more convenient method of securing the same results. The plus 
and minus sign may be omitted and addition and subtraction indicated by 
position through the use of an account. The illustration 
at the right is a simple form of an account sometimes re- 
ferred to as a “T’’ account. It will be observed that this 
is a vertical line with a horizontal line above it. An 
account is provided for each element in the equation; 
the name of the element is written above the horizontal line, as Cash in the 
illustration. This name is referred to as the title of the account. 


In the equation, Assets=Proprietorship, the assets are always listed at 
the left and the proprietorship at the right. For this reason it is customary 


CASH 


Ch. 1] PROPERTY AND ITS OWNERSHIP 9 


to enter assets on the left side of accounts and proprietorship on the right. 
Additions to assets are also entered on the left of asset accounts so that they 
can be conveniently added to the original amounts. Similarly, additions to 
proprietorship are entered on the right of the proprietorship account. 

Subtractions are not immediately deducted from previous entries but are 
entered on the sides of the accounts opposite from the additions since the two 
sides of the accounts are provided in order that subtractions may be listed 
separate from additions. For this reason subtractions from assets are entered 
on the right of the asset accounts and subtractions from proprietorship on 
the left of the proprietorship account. 

The assets and proprietorship of C. W. Dow and the transactions com- 
pleted May 12 as stated at the top of page 8 and shown in the equations on 
the same page, recorded in account form are as follows: 


Cath- + choet + CzucimenH = CY -Low, Log, 














fie eS ae = 
IF0.00 100.00 75,00 400,00 2.00)2550.00 
Cbet0.0 tt — 7 PRE F474 cdl hae 
2.50 
¥77-Fe = 





Cath Shss.5o t+ Xpoed S17 70-25 + Cech. V4/0.00 = bY bow Bagh 2595.96 


Illustrations. The method of recording in “T’’ accounts the infor- 
mation shown in the above illustration is explained in detail in the following 
paragraphs: 

“C. W. Dow, a retail shoe merchant who owes no debts, has on hand 
Monday morning, May 12, the following assets which were used in the opera- 
tions of the business: cash, $350.00; shoes, $1,800.00; equipment, $400.00.” 


These facts stated in equation form are: 
CasH $350.00-+SHOEs $1800.00-+ Equip. $400.00 =C. W. Dow, Prop. $2550.00 


The facts stated in the above equation recorded in account form are: 

CasH ny SHOES ’ EQUIPMENT C. W. Dow, PROP. 

350.00. 1800.00 | 400.00 | 2550.00 
| 











Each amount on the left of the equation is entered on the left of an ac- 
count form with the title of the asset written above the horizontal line; the 
amount on the right of the equation is entered on the right of an account 
form with the title C. W. Dow, Proprietorship written above the line. 

These four account forms now become accounts because each has infor- 
mation relative to one element of the business recorded in it. The first 
one at the left is the Cash account; the second, the Shoes account; the third, 
the Equipment account; and the fourth, C. W. Dow’s Proprietorship account. 


10 BOOKKEEPING AND ACCOUNTING (Ch. 1 


The first transaction, “Pays $50.00 in cash for shoes purchased”, decreases 
the asset cash and increases the asset shoes. $50.00 is entered on the right 
side of the Cash account to indicate subtraction, and on the left of the Shoes 
account to indicate addition. When this transaction is recorded, the accounts 
appear as follows: 


CaAsH SHOES EQUIPMENT C. W. Dow, PRop. 
350.00} 50.00 1800.00 400.00 2550 .00 
50.00) | 














The second transaction, “‘Pays $10.00 in cash for additional equipment 
purchased’’, decreases the asset cash and increases the asset equipment. 
$10.00 is recorded on the right side of the Cash account to indicate subtrac- 
tion and on the left side of the Equipment account to indicate addition. When 
the transaction is recorded the accounts appear as follows: 


CASH SHOES EQUIPMENT C. W. Dow, PRop. 
350.00} 50.00 1800.00 400.00 2550 .00 
10.00 50.00 10.00 











The third transaction, ‘‘Receives $125.00 in cash for shoes which cost 
$75.00”, increases the asset cash $125.00, decreases the asset shoes $75.00, 
and increases the proprietorship $50.00. $125.00 is entered on the left side 
of the Cash account to indicate addition to this asset; $75.00, on the right 
side of the Shoes account to indicate subtraction from this asset; and $50.00, 
on the right side of the account with C. W. Dow, Proprietorship to indicate 
addition. ‘Thus, both the total assets and the proprietorship are increased 
$50.00. When this transaction is recorded, the accounts appear as follows: 


CASH SHOES EQUIPMENT C. W. Dow, PRop. 


+. 
350.00) 50.00 1800 .00 
125.00)10.00 50.00 


The fourth transaction, ‘Pays $2.00 in cash for delivering shoes’’, decreases 
the asset cash and does not increase any other asset. The total assets and 
proprietorship are, therefore, decreased $2.00 each. $2.00 is recorded on the 
right (usually referred to as credit) side of the Cash account, and $2.00 on the 
left (usually referred to as debit) side of the account with C. W. Dow, Proprie- 
torship. When this transaction is recorded, the accounts appear as follows: 


75.00 400.00 2550 .00 
10.00 50.00 





CASH SHOES EQUIPMENT C. W. Dow, PRop. 
350 .00/50.00 1800 .00/75.00 400.00 2.00/2550 .00 
125.00 eat 50.00 10.00 50.00 


The fifth transaction, ‘Receives $2.50 for a damaged pair of shoes which 
cost $4.75’, increases the asset. cash $2.50, and decreases the asset shoes 
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$4.75. The total assets and proprietorship, therefore, are decreased $2.25 
each. $2.50 is recorded on the debit (left) side of the Cash account, $4.75 on- 
the credit (right) side of the Shoes account, and $2.25 on the debit (left) side 
of the account with C. W. Dow, Proprietorship. When this transaction is 
recorded, the accounts appear as follows: 


CaAsH 2 SHOES “i EQUIPMENT C. W. Dow, PRop. 

850 .00|50.00 1800 .00|75.00 400.00 2 .00|2550 .00 

125 .00}10.00 50.00} 4.75 , 10.00 2.25} 50.00 

2.50} 2.00 1860.00\79.76 410.00 4.26| 2600.00 
477.650\62.00 








To provide the information needed for the equation “Assets = Proprie- 
torship”’, it is necessary to ascertain the difference between the debits (sum 
of the amounts entered on the left) and the credits (sum of the amounts entered 
on the right) of each account. The difference between the two sides of an 
account is referred to as the balance of the account. 


The sum of the debits to the Cash account, $477.50, minus the sum of 
the credits, $62.00, is $415.50, the balance of the Cash account. This balance 
should be the same as the cash on hand, ascertained by count. 


The sum of the debits to the Shoes account, $1,850.00, minus the sum of 
the credits, $79.75, is $1,770.25, the balance of the Shoes account. 


The sum of the debits to the Equipment account, $410.00, is the balance 
of the Equipment account because there are no credits to subtract. 


The sum of the credits to the account with C. W. Dow, Prop., $2,600.00, 
minus the sum of the debits, $4.25, is $2,595.75, the balance of C. W. Dow, 
Proprietorship account. 


These account balances stated in equation form are: 
CasH $415.50+SuHors $1,770.25 +EqQuIp. $410.00 =C.W.Dow, PROP.$2,595.75 


The same information in statement form, that is in the form of an equa- 
tion with addition and subtraction indicated by position, is: 


Cash ......$ 415.50 
Shoes...... 1770.25 
Equipment. 410.00 
Assets ..... $2595.75. 5=C. W. Dow, Proprietorship $2595.75 
C. W. Dow is interested in knowing the profit resulting from the group 
of transactions completed. This information may be shown in statement 
form as follows: 
Ending Proprietorship ........ $2595.75 
Less Beginning Proprietorship... 2550.00 
NGELETOLLS wsutio.. baetes $ 45.75 
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SUMMARY Lee 


Property is needed in the operations of a business. When the owner 
owes no debts, his proprietorship is the value of the property used in his 
business. Transactions cause changes in property values and proprietorship. 

The account is a bookkeeping device for indicating addition and sub- 
traction by position. The assets in the equation Assets=Proprietorship are 
recorded on the left side of asset accounts. The proprietorship on the right 
of the equation Assets=Proprietorship is recorded on the right side of the 
proprietor’s account. 

The term debit describes the left side of an account, and credit, the right 
side of an account. 

Increases in assets are debits because they are additions to the assets 
owned. Decreases in assets are credits because they are subtractions from 
assets owned. 

Increases in proprietorship are credits because they are additions to the 
proprietorship. Decreases in proprietorship are debits because they are 
subtractions from proprietorship. 

The balance of an account is the difference between the two sides. 

The sum of the assets equals the proprietorship when the proprietor 
has no debts to be paid out of the assets. 

The profit is the difference between the net investment and the ending 
or present proprietorship. 


Exercise 4, °*T’? Accounts 
(ORAL OR WRITTEN) 


1. How would the facts stated in the equation below be recorded in “‘T”’ 
accounts as illustrated on page 9? 


CasH $400.00+ Hats $600.00 =A. L. KING, PROPRIETORSHIP $1000.00 


2. If A. L. King paid $100.00 in cash for equipment, what os would this 
have on the equation stated i in Question 1? 


3. How would the facts recorded in the following accounts be stated in 
equation form? 


CASH GROCERIES EQUIPMENT O. B. Ray, PRop. 


250.50 650.90 300.00 1201.40 


4. How would the facts shown in the following equation be recorded in ‘“T”’ 
accounts? 


CASH $250.00+ TRUNKS $375.50 =B. C. BEAR, PROPRIETORSHIP $625.50 
—50.00 +50.00 
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5. Why does the proprietorship decrease when cash is paid for delivering 
merchandise? 


6. Why does the proprietorship increase when merchandise is sold at a profit? 


7. If you pay a merchant $6.00 for a pair of shoes which cost him $3.50, what 
effect does this have on his assets and proprietorship? 


\_-&. October 1, Robert Dunn, a radio dealer, began business with cash, $1,500.00. 
October 31 the asset accounts in which the transactions completed 
during October were recorded show the following balances: 


CASH RADIOS Rost. DUNN, PROP. 





950 .00 725.00 


(a) What amount should be recorded in the proprietorship account? 
(b) How much did he make by operating the business during the month? 


9. April 1, R. L. Mann, a retail grocer, owned and used in his grocery busi- 
ness the following assets: cash, $1,000.00; groceries, $500.00; delivery 
truck, $600.00. How would these facts be recorded in “T’’ accounts? 


10. “Paid cash, $150.00, for groceries purchased.”” How would this transac- 
tion be recorded in the accounts required in Question 9? 


11. ‘Paid cash, $50.00, for April rent.”” How would this transaction be re- 
corded in the accounts used in the preceding questions? 


12. “Took for home use groceries which cost $15.00.”” How would this trans- 
action be recorded in the accounts mentioned in the three preceding 
questions? . 


Exercise 5, Recording Transactions 


May 1, D. C. Watson, a radio dealer, owned assets used in his business 
as follows: cash, $529.65; radios, $1,223.62; he owed no debts. Record his 
assets and proprietorship, and the following transactions in ‘“I”’ accounts as 
illustrated on page 9. Show the proprietorship and profit in statement form 
as illustrated on page 11. 

(a) Received cash, $250.00, for a radio which cost $200.00. 

(b) Paid cash, $5.50, to have the radio delivered and installed. 

(c) Paid cash, $350.00, for two radios purchased for sale. 

(d) Received cash, $100.00, for a radio which cost $75.00. 

(e) Paid cash, $5.00, for an advertisement. 

(f) Received cash, $50.00, for a radio which cost $42.50. 


- 
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Exercise 6, Recording the Effect of a Group of Transactions 


July 12, Miss Ada Gill, an art dealer, owned assets used in her business 
as follows: cash, $365.50; art supplies, $929.65; equipment, $275.00; she 
owed no debts. Record her assets and proprietorship, and the following 
transactions in ‘“T’’ accounts similar to the illustration on page 9. Prepare 
the two statements showing proprietorship and net profit as illustrated on 
page 11. 

Art supplies may be described by ‘‘Mdse.’’, the abbreviation of merchandise. 


(a) Paid cash, $25.00, for two pieces of tapestry at $12.50 each. 
(b) Received cash, $42.50, for a picture which cost $28.75. 

(c) Paid cash, 50c, for delivering the picture. 

(d) Paid cash, $125.50, for art supplies purchased. 

(e) Received cash, $150.00, for tapestry which cost $95.00. 

(f) Paid cash, $5.00, for an advertisement in the local newspaper. 
(g) Received cash, $125.00, for a statue which cost $85.00. 

(h) Paid cash, $1.00, for delivering the statue. 

(i) Paid cash, $20.00, for rent for the week. 


Exercise 7, Recording the Effect of a Group of Transactions 


October 5, A. B. Harris, a jeweler, owned assets used in his business as 
follows: cash, $895.50; jewelry, $2,175.00; equipment, $300.00; he owed no 
debts. Record his assets and proprietorship, and the following transactions 
in ‘“T” accounts similar to the illustration on page 9. Prepare the two state- 
ments showing proprietorship and net profit as illustrated on page 11. 


(a) Received cash, $50.00, for a watch which cost $32.50. 

(b) Paid cash for six watches at $12.25 each. 

(c) Paid cash, $25.00, for rent for the week. 

(d) Received cash, $12.50, for a clock which cost $9.75. 

(e) Paid cash, 25c, for delivering the clock. 

(f) Received cash, $12.25, for one of the watches returned. 

(g) Received cash, $22.50, for one dozen silver spoons which cost $17.50. 
(h) Received cash, $150.00, for a ring which cost $69.75. 

(i) Paid cash, $1.25, for having ring engraved. 


You may assume that the engraving was a service necessary to make the sale, 
and record the amount as a decrease in proprietorship. 


(j) Received cash, $80.00, for chime clock which cost $55.00. 
(k) Paid cash, $15.00, for services of the clerk. 


CHAPTER II 


INCREASES AND DECREASES IN PROPRIETORSHIP 
INCOME AND EXPENSE 


The discussion in this chapter relates to the method of recording increases 
and decreases in proprietorship in accounts with Purchases, Sales and Ex- 
pense. The separate accounts provide the owner with more information than 
when the increases and decreases are recorded in one account with the pro- 
prietor as illustrated in the preceding chapter. 


Income. When cash or other assets are received for merchandise sold, 
the transaction usually results in an increase in assets and proprietorship. 
The increase in proprietorship resulting from the increase in assets is usually 
referred to as zncome. 

The method of recording the income at the time of each sale was diseneen 
and illustrated in the preceding chapter. This method is satisfactory in that 
it provides information about the increase in proprietorship, but it is not 
commonly followed since it is not practical to figure the profit on each sale 
when hundreds or thousands of sales are made daily. Furthermore, the pro- 
prietor has just as satisfactory information about his business if he knows the 
increase in proprietorship at intervals as he would have if he knew it after 
each sale. 

It is, therefore, customary to record the purchases of merchandise in one 
account and the sales of merchandise in another and at intervals to deter- 
mine from these accounts the profit made. The intervals may vary in 
length, but are never more than twelve months because the government 
requires annual reports of income. During the period the proprietor knows 
that his income is increasing because of sales, but he waits until the end to 
know the exact amount of the increase. 


Recording Purchases. Each transaction in which cash is paid for 
merchandise purchased results in an increase in the asset merchandise and 
a decrease in the asset cash. The increase in the asset merchandise is recorded 
as a debit to an account with the title Purchases, and the decrease in the 
asset cash, as a credit to an account with Cash. 


Recording Sales. Each transaction in which cash is received for merchan- 
dise sold is regarded as an increase in the asset cash and an increase in the 
income. The increase in the asset cash is recorded as a debit to the Cash ac- 
count and the increase in the income as a credit to the Sales account. The 
Sales account is credited since the tendency of income is to increase proprie- 
torship. The income account is therefore debited and credited in the same 
manner as proprietorship; it is credited for increases and debited for decreases. 


he 
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Method of Recording Purchases and Sales. The method of recording 
transactions in which merchandise is bought and sold for cash in the manner 
suggested in the preceding discussion is further explained by illustrations. 

A. L. Hope invests $1,000.00 cash in the retail hat business. 

Stated in equation form his assets and proprietorship are: 


CasH $1000=A. L. Hope, PRopRIETORSHIP $1000 


The facts in this equation recorded in account form are: 


CASH A. L. Hope, PRopP. 


1000 .00 1000 .00 


During the first week of operations A. L. Hope completes the following 
transactions: 
(a) Pays $600.00 in cash for a stock of hats. 


This transaction results in an increase in the asset merchandise $600.00 
and a decrease in the asset cash $600.00, hence is recorded as a debit to the 
Purchases account and a credit to the Cash account. 


The foregoing accounts with this transaction recorded as suggested are: 


CASH PURCHASES A. L. Hops, PROP. 


1000 .00| 600 .00 600.00 1000.00 


An equation prepared from these account balances is: 
CasH $400+ PURCHASES $600=A. L. Hope, Prop. $1000 


(b) Receives cash, $90.00, for hats sold. 


This transaction results in an increase in the asset cash $90.00 and an 
increase in the income sales $90.00, hence is recorded as a debit to the Cash 
account and a credit to the Sales account. 


The foregoing accounts with this transaction recorded as suggested are: 








CASH PURCHASES A. L. Hops, PROP. SALES 
— == = - 
1000 .00| 600.00 600.00 1000.00 90.00 
90 .00 | | 
1090.00 | 


An equation prepared from these account balances is: 
CasH $490-+ PURCHASES $600=A. L. Hops, Prop. $1000+SALES $90 


(c) Pays $180.00 in cash for hats purchased. 
The effect of this transaction is the same in nature as in the first one 


completed, hence is recorded in the same manner, that is, as a debit to the 
Purchases account for $180.00, and a credit to the Cash account for $180.00. 
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The foregoing accounts with this transaction recorded as suggested are: 








CASH PURCHASES A. L. Hops, Prop. SALES 
a ia We ae = ap = 
1000.00 600.00 600.00 ‘1000.00 90.00 
90.00 |180.00 180.00 
1090.00 |780.00 780.00 | 


An equation prepared from these account balances is: 
CasH $310+PuRCHASES $780=A. L. Hops, Prop. $1000+-SALES $90.00 


(d) Receives cash, $128.00, for hats sold. 

The effect of this transaction is the same in nature as in the second one 
completed, hence is recorded in the same manner, that is, as a debit to the 
Cash account for $128.00, and a credit to the Sales account for $128.00. 

The foregoing accounts with this transaction recorded as suggested are: 





CASH i PURCHASES A. L. Hops, Prop. SALES 
1000.00 600.00 600.00, 1000.00 90.00 
90.00 |180 .00 180.00 | | 128.00 
- 128.00) 780.00 780.00) | 218.00 
1218.00) 


An equation prepared from the above account balances is: 
CASH $438-++PURCHASES $780 =A. L. Hope, Prop. $1000+SALEs $218 


This is an equation but it does not show proprietorship since the cost of 
the hats sold is not deducted from the Purchases account. When the cost of 
the hats sold is known, the proprietorship and net profit may be determined. 


Method of Determining Proprietorship and Profit. The Purchases 
account shows the total purchases but some of the goods have been sold. The 
asset value of the merchandise in the store is, therefore, less than the value of 
the goods bought. 

The value of the merchandise in stock is ascertained through taking 
stock. The quantity of each class of merchandise on hand is ascertained by mak- 
ing an actual count. The value of the merchandise is then found by multiply- 
ing the quantity by the cost price. The value of this merchandise on hand is 
referred to as merchandise inventory. 

Following this process of taking stock, A. L. Hope finds that he has on 
hand hats worth $625.00. 

The cost of the merchandise sold is referred to as the cost of sales. The 
cost of sales is the difference between the total cost (balance of Purchases ac- 
count) and the merchandise inventory. The method of ascertaining the cost 
of sales for A. L. Hope is as follows: \ 


Total Purchases (Balance of Purchases account) ....... $780.00 
Less Merchandise Inventory (Ascertained by count) 625.00 


CHORE et SESS ag a, yk eee Pn $155.00 


ee 
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The increase in proprietorship because of sales is referred to as profit on 
sales. When the cost of merchandise sold is known, the profit on sales may 
be ascertained by subtracting the cost of sales from the total sales. The 
method of ascertaining the profit on sales for A. L. Hope is as follows: 

Total Sales (Balance of Sales account)... $218.00 
Less Gostiof Sales73 300.24 .seceee. 155.00 
Profitvoneaesrnss sate Seas Get) 07a Oe $ 63.00 

The above statement shows the profit, but the owner is also interested 
in knowing his proprietorship. Since the proprietorship is equal to the sum 
of the assets, the proprietorship is shown in the following equation in state- 
ment form, that is, with addition indicated by position. 





‘ (1) A statement in which Assets = Proprietorship. 
Cash (Cash account) ....$ 488.00 
Mdse. Inv. (By count) .. 625.00 
PSSOUS: Mae Scum Ne $1,068.00 =A. L. H., Prop. $1,063.00 


The proprietorship is now greater than before the transactions were 
completed because of the profit made on sales. The cost of sales was shown 
in the statement at the bottom of page 17 and the profit on sales, in the state- 
ment at the top of this page. The same facts may be shown in one statement, 
as follows: 


(2) A statement showing cost of sales and profit on sales. 








SAICSRMOAIES ACCOUNE) 52 cam sigs ce yernn lous Ae $218.00 
‘Purchases (Purchases account)... .. eee $780.00 
Less Mdse. Inventory (By count).... 625.00 
Mast: osSales «oe. oo shee Soa eee ie 155.00 
Profition Sales... ore eee $ 63.00 


The first statement shows the proprietorship and the second shows the 
reason for the change in proprietorship. A third statement which proves the 
correctness of the previous calculations may be prepared as follows: 


(8) A statement showing proof of proprietorship. : 


Beginning Proprietorship .............. $1,000.00 
PPOML ON SAEB 5. crn n SE ene 63.00 
Present Proprietorship ................$1,063.00 


It will be observed that the proprietorship found by adding the beginning 
proprietorship and the profit is the same as that found by adding the assets. 
This is true since the profit comes from the increase in assets, that is, from 
selling goods for more than their cost. Ascertaining the same proprietorship 
by the two methods proves the correctness of the calculations. The second - 
method also shows how the increases come about, and thus provides the pro- 
prietor with that information not given by the equation in which assets equal 
proprietorship. : 
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SUMMARY 


The merchandise inventory is ascertained by counting the merchandise 
in stock. The cost of sales is the difference between the balance of the Pur- 
chases account and the merchandise inventory. The profit on sales is the 
difference between the cost of sales and the balance of the Sales account. An 
equation in which Assets = Proprietorship can be prepared from the balances 
of the asset accounts and the merchandise inventory. 


/-Maxereise 8, Purchases and Sales 
(ORAL OR WRITTEN) 


1. Robert Clark invested $500.00 in cash in a retail candy business. 
How will this be stated (a) in equation form? (b) in account form? 


2. Robert Clark paid $300.00 in cash for candy purchased. How will 
the effect of this transaction on the preceding equation be stated (a) in equa- 
tion form? (b) in account form? 


8. Robert Clark received cash, $10.00, for sales of candy. How will the 
effect of this transaction on the equation in Question 2 be stated (a) in equa- 
tion form? (b) in account form? 


4, Robert Clark paid $50.00 cash for equipment. How will the effect of 
this transaction on the equation given in answer to Question 3 be stated (a) 
in equation form? (b) in account form? 


5. The purchases and sales made during the month of May by Albert 
Baum, a retail florist, are shown in the illustrations at the right. (a) How much 








were the total purchases during the Pikcwisee Barna 
month? (b) How much were the 

total sales during the month? (c) eee pene) 
What was the cost of the flowers Saat 180 00 
sold, if $200.00 worth of flowers were 200 oo 120.00 
on hand at theend of the month? HAC ¢ 


(d) What was the profit made by selling efi, during the month? 


6. The Purchases account in the illustration at the left shows a record 


PURCHASES of the purchases made during the month of July, by O. R. 
~300.00| ~~~-~Daliey, a hardware merchant. The value of the merchan- 
650.00 dise on hand, July 31, was $900.00. What was the cost 

3 TY of the merchandise sold? 


1. During the month of July, O. R. Daley (Question 6) made a profit 
of $300.00 on merchandise sold. (a) What was the balance of the Sales 
account? . _(b) Was it a credit or a debit balance? 


8. we will the following equation be recorded in accounts? 


CasH $250.00 + PURCHASES $400.00 =O. C. ORR, PROP. $500.00 ++SALES $150.00 
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Exercise 9, Purchases and Sales ' 


Record the following transactions in “T’’ accounts with Cash, Purchases, 
J. W. Miller, Proprietorship, and Sales as illustrated on page 17. 

(a) J. W. Miller invested cash, $2,000.00, in the retail grocery business. 

(b) Paid cash, $1,250.00, for stock of merchandise. 

(c) Received $89.50 in cash for merchandise sold. 

(d) Paid cash for twelve dozen eggs at 35c per dozen. 

(e) Paid $11.00 in cash for 25 Ibs. of butter. 

(f) Received $127.50 in cash for merchandise sold. 

(g) Paid $1.20 in cash to a customer for two pounds of butter returned. 


Debit Sales to record the decrease in sales and credit Cash to record the decrease 
in the asset cash. 


(h) Paid $56.75 in cash for merchandise purchased. 
(i) Received $2.00 in cash for a part of the merchandise returned. 


Debit Cash to record the increese in the asset cash and credit Purchases to record 
the decrease in the purchases. 


Cash balance $895.85. 

Value of merchandise in stock $1,171.65. 

Show in statement form similar to the illustrations on page 18: 
(1) Assets = Proprietorship. 
(2) Cost of Sales and Profit on Sales. 
(3) Proof of Proprietorship. 


Exercise 10, Purchases and Sales 


Record the following transactions in “T’’ accounts with Cash, Purchases, 
B. H. Young, Proprietorship and Sales as illustrated on page 17. 

(a) B. H. Young invested $500.00 in cash, in a delicatessen store. 
(b) Paid $350.00 in cash for merchandise purchased. 
(c) Received $32.50 in cash for sales of merchandise. 
(d) Paid $14.75 in cash for merchandise purchased. 
(e) Received $35.50 in cash for sales of merchandise. 
(f) Paid 80c in cash to a customer for one pound of boiled ham returned. 
(g) Paid $4.50 in cash for one box of grapefruit. 
(h) Received $42.50 in cash for sales of merchandise. 
Cash balance $240.45. 
Value of merchandise in stock $314.30. 
Show in statement form similar to the illustrations on page 18: 

(1) Assets = Proprietorship 

(2) Cost of Sales and Profit on Sales. 

(8) Proof of Proprietorship. 
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Exercise 11, Profit on Sales 


(1) On a sheet of paper ruled with columns similar to the form below 
copy the figures given and fill in the blank spaces. 


























Cost Profit 
Purchases | Inventory of Sales Sales on Galea 
~(a) $2250 Siecoe wee | gaeod) |. 7.0.0 
(b) 300 ¥A0) .0 19.00 2150 $250 
(ce) |. LTO. "550 $ 740 1200-7 Foes 
(d) 3500 2150 ies 0. 2165 ee Be 
(e Se Pee 1227 2650 3213 565 
(£) 2300. |)... eae 2050. |. . 27% 0. 740 
(g) 1875 900 295 | e201. 24 are 


(2) Show the purchases and sales in the first two problems recorded in 
“T”’ accounts with Purchases and Sales. 


DECREASES IN PROPRIETORSHIP 


Expense. When cash is paid for rent, salaries, telephone, or similar serv- 

ices, the transaction results in a decrease in. the asset cash and a decrease 
in proprietorship. The term expense is used to describe decreases in proprietor- 
ship resulting from the giving of assets by the business for services rendered 
to it. 

In the preceding chapter decreases in proprietorship because of cash paid 
for expenses were recorded as debits to the account with the proprietor. The 
same effect may be obtained by recording transactions of this nature as debits 
to an account with the title Expense and credits to the Cash account. 

All expense is regarded as a decrease in proprietorship, hence the Expense 
account is debited in the same manner as the proprietor’s account would be 
debited if expenses were recorded in the proprietorship account. 


Accounts with Expense. Should the owner wish to know the cost of 
each kind of service rendered to the business, the decreases in proprietorship 
because of expenses may be classified and recorded in separate accounts with 
appropriate titles. Thus, if he wishes to know the amount paid as salaries, 
the title of this account is Salary Expense. If he wishes to know the amount 
paid for rent, the title of this account is Rent Expense. 

Usually when separate accounts are provided for two or more classes of 
expense, an additional account is necessaiy in which to record expenses of a 
miscellaneous nature. ‘The title of this account is Miscellaneous Expense or 
General Expense. 

When the expenses are recorded in separate accounts, the sum of the debit 
balances of these accounts will be the same as would be shown by the balance 


of the one expense account. 


‘ 
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Method of Recording Increases and Decreases in Proprietorship. 
The method of recording transactions in which cash is paid for merchandise 
purchased, cash is received for merchandise sold, and cash is paid for operating 
expenses* is further explained by the following illustrations. 


L. B. Carr buys and sells automobile tires for cash. Monday morning, 
June 5, he has cash, $1,250.00. Stated in equation form his assets and pro- 
prietorship are: 


CASH $1250.00 =L. B. CARR, PROPRIETORSHIP $1250.00 


The facts in this equation recorded in accounts are: 
CASH L. B. CARR, PROP. 


1250.00 | 1250.00 


During the week he completes the following transactions: 


(a) Pays cash for 100 tires, $875.00. 
After this transaction is recorded, the accounts are as follows: 


CASH F: PURCHASES L. B. CARR, PROP. 


1250 .00| 875 .00 875 .00 1250.00 


(b). Pays $50.00 in cash, rent for the week. 
The Cash account is credited to record the decrease in the asset cash; 
the Expense account is debited to show subtraction from proprietorship be- 
cause of the decrease in the asset. 
After this transaction is recorded, the accounts are as follows: 


} CasH- fe PURCHASES _ L.B. Carr, Prop. _ EXPENSE 
1250.00) 875 .00 875.00 1250.00 50.00 
. 50.00. 








(c) Receives cash, $325.00, for 25 tires at $18.00 each. 
After this transaction is recorded, the accounts are as follows: 











CASH i . PURCHASES " L. B. CARR, PROP. 
1250.00} 875.00 875.00 | 1250.00 
325.00} 50:00 | 
SALES 5 EXPENSB 
825 .00 50.00 





*Only one expense account is here used for expenses. The method of recording operating 
costs in separate expense accounts will be developed in succeeding lessons. 
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(d) Pays $62.50 in cash for 25 tubes at $2.50 each. 
After this transaction is recorded, the accounts are as follows: 








CASH is PURCHASES L. B. Carr, PRop. 
1250 .00 |875 .00 875.00 1250 .00 
325.00! 50.00 62.50 
62 .50 
SALES EXPENSE 
325 .00 50.00 








(e) Receives cash, $145.00, for 10 tires at $13.00 and 5 tubes at $3.00. 
After this transaction is recorded, the accounts are as follows: 








CASH PURCHASES L. B. CARR, PROP. 
1250 .00/875 .00 875.00 1250.00 
325.00! 50.00 62.50 
145.00; 62.50 
SALES ? EXPENSE 
325.00 50.00 
145.00 








(f) Pays $25.00 in cash for an advertisement of a bargain sale. 
After this transaction is recorded, the accounts are as follows: 











CASH PURCHASES L. B. Carr, PROP. 
1250 00/875 .00 875.00. 1250.00 
325.00) 50.00 ea 
145.00) 62.50 
. 25.00 ) 
SALES EXPENSE 
325.00 50.00 
145.00 25.00 





(g) Receives cash, $657.50, as-a result of the bargain sale, for 55 


tires at $11.50 and 10 tubes at $2.50. 
After this transaction is recorded, the accounts are as follows: 











CASH PURCHASES L. B. Carr, PROP. 
1250 .00| 875.00 875.00 1250.00 
325.00) 50.00 62.50) 
145.00: 62.50 | 
657.50; 25.00 | 
SALES EXPENSE 
825 .00 50.00 
145.00 25.00 


657 50 
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(h) Pays $62.50 in cash for clerks’ salaries. - 
After this transaction is recorded, the accounts are as follows: 


CASH e PURCHASES L. B. CARR, PROP. 
1250.00} 875.00 875.00 1250.00 
825.00} 50.00 62.50 


145.00} 62.50 937.650 
657.50} 25.00 
2377.60| 62.50 


1075.00 
SALES EXPENSE 
: me 
325.00 50.00 
145.00 25.00 
657 .50 62.50 


1127.60 137.60 


L. B. Carr wishes to ascertain his proprietorship Saturday night. Before 
ascertaining proprietorship it is necessary to prove that the cash on hand 
agrees with the balance of the Cash account, and to take stock of the mer- 
chandise on hand. 

A count of the cash on hand showed $1,302.50, which agrees with the bal- 
ance of the Cash account. The merchandise inventory ascertained by a count 
of the tires and tubes on hand shows the following: 


10 tires, cost $8.75 each ......... $ 87.50 
10 tubes, cost $2.50 each........ 25.00 
Total... Saket, SS eee $112.50 


There is no account with which the value of the merchandise inventory, 
$112.50, can be checked the same as cash. For this reason, it is customary 
in some lines of business to provide a record of the number of units purchased 
and sold so that the merchandise inventory may be checked with the number 
of units remaining unsold. The chief objection to this supplementary record 
is the expense because of the clerical work necessary to maintain it. When 
the supplementary record is not maintained, it is necessary to accept the value 
of the inventory as correct. 


An equation prepared from the balances of the accounts shown at the 
top of this page is: : 


CasH $1302.50+PuRCcHASES $937.50=L. B. Carr, Prop. $1250.00+SALEsS 
$1127.50 —EXPENSE $1387.50 


This is an equation because the sum of the two amounts on the left side 
of the equality sign equals the sum of the first two amounts on the right side 
minus the third amount. This, however, is not an equation in which ‘‘Assets = 
Proprietorship” because the cost of the tires and tubes sold has not been 
recorded. 
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Ascertaining Proprietorship and Profit. As explained on page 17, the 
proprietorship may be ascertained from the account balances in the equa- 
tion and the merchandise inventory. The three equations in statement form 
prepared from this equation in the same form as those on page 18 are as follows: 


(1) A statement in which Assets = Proprietorship. 








Cash (Cash account)........ $1,302.50 
Mdse. Inv. (See list, page 24) 112.50 
Total Assets........... $1,415.00 =L. B. C., Prop. $1,415.00 
(2) A statement showing cost of sales, profit on sales and net profit. 
ales Sales ACeOUIit a) qeler gs sdaicsasexlnaeiee oa ek: $1,127 .50 
Purchases (Purchases account) .............. $937 .50 
Less Mdse. Inventory (See list, page 24).. 112.50 
SOsvOr Pires SOld 2). 7. lack eel ok has. 825.00 
REOUmOlusdled, co. Grok, canta ts had: 302.50 
Less Expenses (Expense account)............ 187.50 
BOER TOR tr rN Ni cers es as aye he ach $165.00 


This statement shows the profit on sales ascertained in the same manner 
as in the second statement on page 18, also the net profit. The net profit is 
ascertained by deducting the expenses from the profit on sales. 


(3) A statement showing proof of proprietorship. 


L. B. Carr, Beginning Proprietorship........ $1,250.00 
PVctrrOlls a wer. oh cs fea tees 165.00 
L. B. Carr, Present Proprietorship........... $1,415.00 


The fact that the proprietorship resulting from the sum of the assets is 
the same as the proprietorship resulting from adding the net profit to the 
beginning proprietorship indicates that the calculations are correct. At the 
beginning, the sum of the assets equals the proprietorship. As a result of the 
transactions completed, the assets increase the same amount as the income 
increases and the assets decrease the same amount as the expense increases. 
Because of these facts, the proprietorship shown by the sum of the assets 
should be the same as the proprietorship shown by the net investment plus 


the net profit. : 
SUMMARY sell 


The sum of the assets at the beginning of business equals the sum of the 
proprietorship when there are no debts. When cash is received and paid in all 
transactions, each transaction results in one of the following: 

(1) A decrease in one asset and a corresponding increase in another asset. 


. 
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(2) An increase in one asset and a corresponding increase in income. 

(3) A decrease in one asset and a corresponding increase in expense. 

Each transaction is recorded so as to show the changes in assets, assets and 
income, or assets and expense. This record is made in the following manner: 

(1) Increases in assets and increases in expense are recorded as debits in 
the appropriate accounts. 

(2) Decreases in assets and increases in income are recorded as credits 
in the appropriate accounts. 

Proprietorship may be ascertained from the balances of the asset ac- 
counts and the merchandise inventory ascertained by count. 

The cost of sales is the difference between the balance of the Purchases 
account and the closing merchandise inventory. 

''The profit on sales is the difference between the balance of the Sales ac- 
count and the cost of sales. 

The net profit is the difference between the profit on sales and the bal- 
ance of the Expense account. 

The discussion in this chapter relates to the method of ascertaining pro- 
prietorship when the cost of sales is to be recorded after a number of sales 
have been made. The method of recording the cost of sales and recording 
the net profit in the owner’s proprietorship account is explained in a sub- 
sequent chapter. 


Pa 


: Cee 
Exercise 12, Income and Expense ~~~ 
(ORAL OR WRITTEN) 


1, (a) Describe the transaction which resulted in the information contained 


in the accounts at the right. Cae che 
(b) Which account records the —————7———__ 

asset? (c) Which account the 35.50 35.50 
income? 


2. J. L. Ray began business with a cash investment of $1,000.00. State 
his proprietorship (a) in equation form; (b) in account form. 

3. J. L. Ray paid $50.00 for rent. State the effect of this transaction on the 
preceding equation (a) in equation form; (b) in account form. 

4, J. L. Ray paid $600.00 for merchandise purchased. State the effect of 
this transaction on the preceding equation (a) in equation form; (b) in 
account form. 

5. J. L. Ray received $300.00 for merchandise sold. State the effect of this 
transaction on the preceding equation (a) in equation form; (b) in 
account form. 

6. J. L. Ray wishes to know his proprietorship after the transactions are 
completed. The cash on hand is $650.00, and the merchandise inven- 
tory, $400.00. (a) What is the cost of the merchandise sold? (b) What 
is the profit on sales? (c) What is the proprietorship of J. L. Ray? 
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7. July 1. Mary L. Davis, owner of the Candy Kitchen, owned assets which 


she used in the operations of the business as follows: cash $680.00 and 
equipment $500.00; she owed no debts. At the end of July the account 
balances resulting from the transactions completed during July were as 
follows: 














CASH PURCHASES EQUIPMENT 
ap ae = 
905.00 650 .00 500.00 
Mary L.DAvis,PROoP. SALES EXPENSE 
1180.00 1000.00 125.00 











Miss Davis wishes to know her proprietorship July 31. The cash on 
hand agrees with the balance of the Cash account. The merchandise 
inventory is $100.00. (a) What is the cost of the merchandise sold? 
(b) What is the profit on sales? (c) What is the net profit? (d) What 
is her proprietorship July 31? 


8. The balances of the Purchases and Sales accounts as a result of purchases 


and sales made by A. L. Ball, a Suncnisne irae 
retail merchant, are shown in 
the accounts at the right. 1450 .00 
The merchandise inventory is 

$450.00. (a) What is the cost of sales? (b) What is the profit of sales? 





1675.00 





9. The results of the cash transactions completed by A. B. Crowe during 


the month of June are shown in the following equation: 


CasH $800.00-+ PURCHASES $1200.00=A. B. Crowe, Prop. 
$650.00-++-SALES $1500.00 —-EXPENSE $150.00. 
A. B. Crowe wishes to ascertain his proprietorship June 80, and his profit 
for June. The cash on hand agrees with the balance of the Cash account. 
The merchandise inventory is $200.00. (a) What facts will appear in 
an equation which shows “Assets=Proprietorship?”” What is (b) the 
cost of sales? (c) the profit on sales? .(d) the net profit? 


10. State the amounts omitted from the columns below: 




















Purchases Sales Inventory a ie aie Expense meer 
$1200 $1600 gi50, | Z40...),. 9,50.) stoo |.4¥9.. 
td Ole 2100 700. St8008 hc) BO: Os, 200k e | 62-0 
1200 7. .15.00...|....90.9..| 1200 $300 150 Uy o 
.44702...] 2500 600 NOs cI oe 70 450 ewe. On 
3200 J ee $0.9... 2700 900 350 aye 


aes 
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Exercise 13, Recording Transactions 


J. A. Lamb, a butcher, had the following assets on Monday morning, 
November 12: cash, $462.50; equipment, $800.00. He owed no debts. Dur- 
ing the week he completed the following transactions: 

(a) Paid Sander Packing Co. $68.75 in cash for meat purchased. 

(b) Received cash for meat sold, $42.50. 

(c) Paid cash for additional equipment purchased, $5.00. - 

(d) Paid Swift Co. $57.25 in cash for meat purchased. 

(e) Received cash for meat sold, $94.47. 

(f) Paid cash for rent for the week, $20.00. 

(g) Paid Meyer Packing Co. $72.95 in cash for meat purchased. 

(h) Received cash for meat sold, $204.05. 

(i) Paid cash to clerk for services, $12.50. 

Value of meat on hand, $25.60; cash on hand, $567.07. 

Instructions. (1) Record the assets and proprietorship Monday morning 
and the transactions completed during the week in ““T”’ accounts with Cash, 
Equipment, J. A. Lamb Proprietorship, Sales, Purchases, and Expense. 

(2) Show proprietorship, net profit, and proof of proprietorship in state; 
ments as illustrated on page 25. 


Exercise 14, Recording Transactio 

Miss Maud Davis, a dealer in flowers, began business Monday morning, 

July 6, with cash $327.50, and equipment $275.00; she owed no debts. Dur- 
ing the week she completed the following transactions: 


(a) Paid cash for flowers purchased, $35.25. 
(b) Paid cash for weekly rent, $18.50. 





(c) Received cash for flowers sold, $31.85. . ; 
(d) Paid cash for flowers purchased, $27.50. _ 4 
(e) Paid cash for flowers returned to her per agreement, $1.25. 

(f) Paid cash for flowers and express charges, $25.50. 

(g) Received cash for flowers sold, $62.55. : . 

(h) Paid cash for flowers purchased, $37.50. Sat 
(i) Received cash for flowers sold, $64.55. — :* 


(j) Paid cash for flowers purchased, $28.75. 

(k) Paid delivery boy $16.45 in cash for weekly salary and car fare. 

(1) Paid cash for additional equipment, $50.00. 

(m) Received cash for all the remaining flowers sold, $91.40. 

A count of the cash showed the amount on hand to be $387.15. 

Instructions. (1) Record the assets and proprietorship Monday morning. 
and the transactions completed during the week in ““T”’ accounts with Cash, 
Equipment, Maud Davis Proprietorship, Sales, Purchases and Expense. 

(2) Show proprietorship, net profit, and proof of proprietorship in state- 
ments as illustrated on page 25. 


a 


- CHAPTER III 
THE JOURNAL AND JOURNALIZING 


_ The accounts discussed in the preceding chapters provide the proprietor 
of a business with valuable information about assets, proprietorship, income, 
and expense. Additional information may be needed. The discussion and 
illustrations in this chapter relate to a method of securing some of this addi- 
tional information. 


Journal. i/ Full information about transactions may be provided by 
recording them in a book referred to as the journal. In this book each trans- 
action may be entered as it occurs together with the complete details. The 
details include the date, the accounts affected, the amounts, and any necessary 
explanation. 

The journal is sometimes referred to as a book of original entry because 
transactions are first recorded in it and then transferred to the accounts 
in a separate book. The journal is ruled so that the entries can be made 
and transferred most conveniently. Spaces are provided for the dates, the 
account titles, the amounts and the explanations. 

The illustration below shows a typical journal form. The illustration on 
page 32 shows a similar form with a number of transactions recorded on it. 
The account to be debited and the amount, and the account to be credited 
and the amount are indicated by position. 

The amount to be recorded on the debit side of an account is entered in 
the first money column and the title of the account written on a line with it 
and at the left. The amount to be recorded on the credit side of an account — 
is entered in the second money column and the account title written at the 
left but zndented. The column at the left marked “L. F.”’ is used when the 
amounts are being transferred to the accounts. 











Date 
Debit Credit 
F\Name of Account Debited Dollars (|Cts 
Name of Account Credited | Dollars | Cts. 


Explanation of the transaction. 
(Date of next entry) 


The succeeding entries on the page are | 
Pade in the same manner as the first entry | 











( | | 
Illustration 1, One Form of Journal Ruling 
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“Journalizing. The transactions are recorded chronologically, that is, in 
the order of their occurrence. Each transaction is recorded at the time it is 
completed. The purpose of the entry for each transaction is to state the changes 
in the assets and proprietorship so that they may be transferred to the accounts. 
The equation ‘‘Assets = Proprietorship” is used as a basis for determining the 
entries to record the proprietorship at the beginning, and each transaction 
completed. The explanation should be sufficient to verify the statement of 
debits and credits. 


January 2. L. B. Allen invested $1500.00 in the flour business. 
This investment stated in equation form is: 


CasH $1500.00=L. B. ALLEN, PROPRIETORSHIP $1500.00 


The facts stated in this equation recorded in account form require a debit 
to the Cash account for $1500.00 and a credit to the proprietorship account 
for the same amount. The Yanga es 
illustration at the right — : = 
shows the method of stat- 
ing these same facts in 
the journal. The debit 

-to the Cash account is 
indicated by placing the amount in the first money column and writing the 
name of the account at the left. The credit to the proprietorship account is 
indicated by placing the amount in the second money column and writing 
the title of the account at the left but indented so as to indicate the credit. 
The explanation should include the necessary information to show that the 
changes in assets or assets and proprietorship have been correctly interpreted 
and recorded. 








a 
Caan ig) Jae oe ee eee | 1500 — 
L. B. Allen, Prop......... | “1600 = 





Invested $1500.00 cash | 
in the flour business. | 





| | 


' 


_ January 2. Paid cash for rent for January, $50.00. 


As this transaction increases the expense and decreases the cash, it is 
nécessary to debit the Expense account and credit the Cash account for 
$50.00. The entry made on the page of the journal which contains a record 




















January 2,19 of the investmient is in the 

‘aia nnnnTTInTE emia Teale ara a illustration at the left. 
Cash, CMMI die cdaneies 1500/— || The date of the 

| iD AlieMpmenOD. nee 1500 |— t : : : : ou 

Invested? $1500.00. cash | ransaction 1s written in 

| in the flour business. the center of the page on 

2 the line below the explan- 

Rixpense?:. = ste ss cue 50|— | ation of the first trans- 
Cashetanrecm emtets a. ene ates: 50 |— : 5 z 

Paidtyahhert of cinta: . action. This avoids the 

eee possibility of overlooking 











the debit to Expense when transferring the amounts to the accounts; it also 


4 
serves to separate the transactions. The name of the month is not repeated. 
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Jan. 3. Paid $1,192.50 for 150 barrels of flour at $7.95. 
This transaction increases the purchases and decreases the cash. To record 
this transaction it is nec- (eae Oat 
essary to debit the Pur- 9 === 00050009— —) 








chases account and credit Oaehie tee vee ae 1600|— | 
h é L. B. Allen, Prop......... 1500)}— 
the Cash account. The | Invested’ $1500.00 cash | 
required entry on the same in the flour business. 

page of the journal in p | 

which the two preceding HR Henve hes dv hise s | . 
transactions were recorded ee coe a Re | vii 
is illustrated in the third : | | | 

; 3 
entry at the right. The Purchases#-s0- ec te = enc. . 119250 
debit to the Purchases ac- Gash teh Uw ys, | 1192 50 
. Paid cash for 150 bbls. | 

count records the increase of flour at $7.95 per bbl. | | 
in purchases, and the cred- H 





it to the Cash account records the increase in the asset cash. 


Jan. 5. Received $746.25 for 75 barrels of flour at $9.95. 
This transaction increases the cash and increases the Sales. To record 
this transaction it is nec- 
















































































Sa pleted em — essary to debit the Cash 
(OF ce es | 480 | account for $746.25 and 

| | *iBvested’ $1600.00 cash | _ | 7" eredit the Sales account 
| in the flour business. | ! | for thesame amount. The 

2 | | required entry in journal 
Bee te hae aL ae) 50|_- form on the same page of 
Paid Jan. tent of store. || | || the journal in which the 

| 3 | | il three preceding transac- 
ee ee | 1192/9 1192/50 tions were recorded is il- 
Paid eash for 150 bbls. | |i lustrated in the fourth 

| of flour at $7.95 per bbl. | | entry at the left. The 
hanya h <. oe ee | 74sl25|) | debit to the Cash account 
SCS: are eee I 746/25 records the increase in the 

| a ae ie | asset cash, and the credit 
to the Sales account, the 





| i} increase in sales. 





| 


During the remainder of January, L. B. Allen completed the following 
transactions: 

10. Paid $914.25 for 115 barrels of flour at $7.95 per barrel. 

14. Received $348.25 for 35 barrels of flour sold at $9.95 per barrel. 

16. Paid cash for January telephone services, $4.50. 

20. Received $626.85 for 63 barrels of flour sold at $9.95 per barrel. 

31. Paid $86.50, delivery charges on flour sold. 

The four transactions illustrated on pages 80 and 31 and the additional 
transactions given above, are shown recorded in the illustration on page 32. 


- tee te 
eet * 
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SUMMARY 


The journal contains a chronological record of the transactions completed. 
The information relative to each transaction includes the date of the trans- 
action, the name of the account debited and amount, the name of the account 
credited and amount, and the explanation. 

Determining the accounts to be debited and credited and recording the 
transaction in journal form is referred to as journalizing. 


Increases in assets and increases in expense are debits. 
Decreases in assets and increases in income are credits. 


Each entry in the journal is an equation. The assets increase the same 
amount as the assets decrease, the assets increase the same amount as the 
income increases, or the expenses increase the same amount as the assets 
decrease. 


Should the increase in assets in a transaction be greater than the decrease in assets, 
the excess is income; if the increase is less than the decrease, the difference is expense or cost. 


Exercise 15, Journalizing —=————— 
(ORAL OR WRITTEN) 


State the journal entry necessary to record each of the following cash 
transactions: 


1. January 2. Paid $50.00 for January rent. | 
2. May 9. Received $37.50 for merchandise sold. 
3. June 7. Paid $150.00 for merchandise purchased. 
4. July 16. Paid $20.00 for services of clerk. sa 
5. October 1. D. A. Hall invested $1,200.00 in the retail shoe business. 
6. January 11. Paid $10.00 for advertising. 
7. March 12. Received $75.00 for merchandise sold. 
8. December 16. Paid $200.00 for merchandise purchased. 
~ 9. State as fully as possible the explanation needed to complete the record 
in the journal for each of the following transactions: 














April 1, 19 ___ April 4, 19 
(a) | Cash $1200.00 (e) | Cash $125 .50 
0. C. Day, Prop. $1200.00 Sales $125.50 
1 5 : 
(b) | Rent Expense 20.00 (f) | Purchases 115.35 
Cash 20.00 Cash 115.35 
74 6 
(c) | Purchases 927 .65 (g) | Cash 125.75 
Cash 927 .65 Sales 125.05 
3 6 
(d) | Cash 87.50 (h) | Salary Expense 12.50 
Sales 87.50 Cash 12.50 
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Exercise 16, Journalizing 


Journalize the following transactions completed by R. L. Dunn during 
the month of May; the figures at the left are the days of the month. 
1. Invested $2,500.00 in cash in the retail clothing business. 
7. Paid $1,500.00 for a stock of merchandise. 
8. Paid $100.00 for May rent. 
10. Received $250.00 for merchandise sold. 
12. Paid $15.00 for services of clerk. 
18. Received $215.65 for merchandise sold. 
25. Paid $1.50 for cleaning store. 
28. Received $165.25 for merchandise sold. 
31. Paid $18.50 for services of clerk. 


Exercise 17, Journalizing 


Journalize the following transactions completed by Miss Alma L. Manley 
during the first week in June. 
. Miss Alma L. Manley invested $500.00 in cash in the retail florist business. 
. Paid $390.50 for stock of flowers. 
. Paid rent for the week, $15.00. 
. Received $88.50 for sales of flowers. 
. Received $106.50 for sales of flowers. 
. Paid $12.50 for flowers purchased. 
. Received $25.00 for flowers sold. . 
. Paid $1.00 for delivering the flowers sold today. 
. Paid $12.50 for services of clerk. 


BAA FPWR Re 


Exercise 18, Journalizing 


The equation below, which is similar in form to that at the top of page 8, 
shows the proprietorship at the beginning of business in the morning and 
eight transactions completed in one day. The nature of each transaction is 
indicated by the position and plus or minus signs. 

Instructions. Journalize the assets and proprietorship and each of the 
eight transactions. Use your name as proprietor and the current date. The 
first expense item was rent and the last one, clerk’s salary. 


CASH $2000-+-PURCHASES...... = Prop. $2000+SALES ....—EXPENSES .... _ 
me D200 eee hs Sty i ia 


oe wie oe eee” = ed RD ww 0 ot 4 Wie 410) eile ope & % 6 es 6 ce 4 ble Whee wenn le eee ee 


| oye a ae 
bo 
on 
| 
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on 
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CasH $1085 + PURCHASES a= PROP. Dae $428 — EXPENSES $68 


CHAPTER IV 
THE LEDGER, POSTING AND THE TRIAL BALANCE 


The information desired by the owner of a business is obtained from the 
account balances. When the transactions are recorded in a book of original 
entry, it is, therefore, necessary to transfer them to accounts. The discussion 
in this “chapter relates to the method of transferring the information recorded 
in the journal to the accounts in the ledger. 


The Ledger is a group of accounts containing a record of all transactions 
in account form. The information in each account may be recorded on a card, 
on a loose sheet punched to fit a binder or on a page in a bound book. The 
ledger, therefore, may be a group of cards, a number of loose sheets in a binder 


or a bound book. A book with pages ruled in account form is also referred to 


as a ledger. 

The account form in the previous illustrations provides for recording 
debits and credits and the amount involved, but does not provide for all the 
needed information. For this reason, the ledger is usually ruled with columns 
for the date of the transaction, the explanation, the page of the book of original 
entry and the amount. The information recorded in an account should be 
such that it will not be necessary to refer to the journal in order to determine 
the meaning of an account balance or the information recorded in it. 

The illustration below shows one form of ledger ruling and the illustration 
on page 39 a group of accounts composing a ledger. Three vertical lines-in 
the center separate the /debits and credits. The use of each column on the 
left (debit) and ds (credit) of this division line is indicated in the illustra- 
tion below. 
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Illustration 3, One Form of Ruling for.a Ledger 
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Posting from the Journal. The process of transferring the informa- 
tion recorded in the journal to the accounts in the ledger is referred to as 
posting. The purpose of posting is to summarize in the ledger the changes 
in assets and proprietorship as recorded in the journal. 


When all transactions have been posted, the ledger will contain the same 
information as the journal but in account form. If posted correctly, the sum 
of the debit balances of the accounts will equal the sum of the credit balances. 


Opening an Account in the Ledger. Accounts are usually opened in the 
ledger as they are needed at the time of posting. The account is opened by 
writing the title of the account as in the illustration on page 39. It will be ob- 
served that the account title is written on a line provided for it and centered 
so that it will be an equal distance from the left and right sides of the page. 


Illustration of Posting. The process of posting is illustrated in the fol- 
lowing paragraphs. The journal entries used are the first two in the illustra- 
tion on page 82. The pages in the folio columns of the journal and ledger refer 
to the illustrations on pages 88 and 39. 

The illustration at the 
right shows the first jour- 
nal entry and the results 39. 
of posting this entry. The 39 
amounts were posted in 
the order stated in the 
journal, that is, (a) debit _PAGE39 ie CO a 


PAGE 88 January 2, 19 








Gash! ted Rtas | 1500 
L. B. Allen, Prop........ 
Invested. $1500.00 cash | 


| 1500 — 
in the flour business. | | | 




















nen Ot aed OI Wa ec > 
entry, and (b) credit en- 7? 2| 38 wee Lf . 
try. The posting was com- | | 
pleted in the following pagmag L. B. ALLEN, Prop. 








manner: SP copes toh ee 

(1) The entry on the | | | | Jan. 2 ‘98 1500 — 
first line in the journal in- Mae ae oe es | | 
dicated that the Cash account was to be debited for $1,500.00. An account 
was opened in the ledger with Cash and the amount ($1,500.00), the date 
(Jan. 2), and the page of the journal (38), were written in the appropriate 
columns on the debit side. Completion of the posting was indicated in the 
journal by writing the page (89) of the ledger in the folio column on the line 
with “Cash”’. 

The page of the journal was written in the folio column of the ledger for 
reference and the page of the account in the ledger was written in the journal 
to indicate the posting. 

(2) The entry on the second line in the journal showed that the account 
with L. B. Allen, Prop., was to be credited for $1,500.00. An account was 
opened in the ledger with L. B. Allen, Prop., and the amount ($1,500.00), 
the date (Jan. 2), and the page of the journal (88) were written in the appro- 
priate columns on the credit side. The posting was indicated in the journal 
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by writing the page (39) of the ledger in the folio column of the journal on 
the line with “L. B. Allen, Prop.”’. 
The illustration at the left Eee the second journal entry in Illustration 2 
and the accounts in the ledger after the second entry was posted. The posting 
was as follows: 






































39| Expense...... e any hivabaees > 2 | 50|—| (1) An account was 
Over CAs Rr ees ee pied al | 50/— opened with Expense and 
Paid Jan. rent of store. | | the amount ($50.00), the 

date (Jan. 2), and the © 
ees CASE. journal ‘page’ (88) written 
"19 i ‘19 | jae as | in the appropriate columns 
Jan. | 2 38/1500 oy cere 2 38 ir on the debit side. The 
Been ss 1. kum, ror Pitine "89°, the ledge 
| | | Non. 3 mal 1500 — page of the account in the 
! folio column of the journal 
PAGE 39 Teenen at the left of “Expense’’. 
i ar ee —— CM ints (2) The amount ($50.00), 
Jan. 2) Rent 38 50/— | . | the date (Jan. 2), and the 














page of the journal (88) 
were written on the credit side of the Cash account already opened. The 
posting was indicated in the journal by writing “39” the page of the ledger in 
the folio column of the journal at the left of ‘‘Cash’’. 

The ledger on page 39 shows the posting of all eutries in the journal on 
page 32. This journal, after the entries are posted, is shown on page 88. 
The process of posting each amount was as explained in the previous dis- 
cussion and in the summary which follows. 


SUMMARY OF POSTING 


It will be observed from the two illustrations that the posting is completed 
in the following manner: 

(1) Post the amount of the debit entry. Open the account if it is. not 
already opened in the ledger. 

(2) Post the date including the year, month and day of the month for the 
debit entry. The year and month are not written or dittoed if either is in the 
account as a result of previous posting. 

(3) Post the page of the book of original entry to the folio column in the 
ledger. 

(4) Write the page of the account in the ledger in the folio column on 
the line with the name of the account in the journal. This shows that the 
amount has been posted and where it has been posted. 

; The credit amount in each entry is posted in the same order as the debit 
amount: first, the amount; second, the date; third, the page in the journal; 
and fourth, the page of the ledger to the journal. . 


38 BOOKKEEPING AND ACCOUNTING [Ch. 4 











106 : | 
74S | 
IF VAR tl 
~eerchaaet 12¢lbEs at ATIF 
LE 
FEF\IS 
7 ; . SASF \AF 
hele po tble floret at #9.95 
AG | 
50 
eee : Ae2 
aifibeowideneises for ferret yp 
4 ¢ noes 
Bcd 62ers 
woled tsb bly fleur at¥9.95. | 
es 
i . Foire 
27, | Foire 
Aielvery charged onifleartold, | 














Illustration 4, Journal After Posting 
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Illustration 5, Ledger Resulting from Posting Illustration 4 


The information written in the explanation column of the Expense ac- 
count describes the nature of the expense. Separate accounts may be kept 
with each class of expense if desired as explained on page 21. 


Proof. The bookkeeper is interested in knowing that he has followed 
the directions for posting as indicated by the entries in the journal. Since 
the debit amount in each journal entry equals the credit amount, it is quite 
evident that the total debits in the ledger should equal the total credits or 
the total of the debit balances should equal the total of the credit balances. 
The method of effecting this proof is through the Trial Balance. 

Trial Balance. A list of the accounts in the ledger with the total debits 
and the total credits or the account balance written on the line with the account 
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is referred to as a Trial Balance. Its purpose is to prove the equality of debits 
and credits in the ledger. Two columns are provided for amounts, one in 
which to enter debit totals or debit balances and one in which to enter credit 
totals or credit balances. 

The illustration below shows a Trial Balance with debit and credit totals 
prepared from the ledger on page 39. This is referred to as a Trial Balance 
of Totals. The sum of the debit totals equals the sum of the credit totals 
which indicates that the ledger is in balance, that is, the debit amounts equal 
the credit amounts. 

The amounts stated in this Trial Balance are the small figures which 
show the totals of columns in the ledger. The figures in the column at the left 
of the account titles are the pagé in the ledger on which the accounts appear. | 
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Illustration 6, Trial Balance of Totals 


The illustration below is a Trial Balance of Balances prepared from the 
ledger on page 39. With the exception of cash, the amounts are the same 
as those in the Trial Balance above; the amount on a line with Cash is the 
difference between the debit total and the credit total. This is the amount 
shown in small figures in the explanation column on the debit side of the 
Cash account; if desired, this subtraction may be shown in pencil in the 
explanation column of the account. 
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Illustration 7, Trial Balance of Balances 
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Either form of Trial Balance is satisfactory, but since the account balance 
more often expresses its real meaning, it is better to use the balance of each 
account when preparing the Trial Balance. 

Unless otherwise instructed, the student will use the balance of each account 
when preparing a Trial Balance. 


Trial Balance Out of Balance. When the total of the amounts entered 
in the first column of the Trial Balance does not equal the total of the amounts 
entered in the second column, the Trial Balance is said to be out of balance. 
A Trial Balance out of balance indicates an error or errors in 

(1) Journalizing; 

(2) Posting; 

(8) Addition and subtraction in the accounts; 

(4) Listing the account balances on the Trial Balance; or 

(5) Addition of the Trial Balance. 

To detect the error or errors it will be necessary to check the work; this 
is usually done in the reverse of the order in which it was first completed. 

“The Trial Balance will not detect errors in principles. This further em- 
phasizes the importance of understanding the meaning of assets, proprietor- 
ship, income and expenses, and the changes in these elements brought about 
through transactions completed. In other words, the Trial Balance proves 
only that the ledger is in balance. 


Ascertaining Proprietorship. Either Trial Balance illustrated is an 
equation because the sum of the debit amounts equals the sum of the credit 
amounts. Neither of these Trial Balances, however, will show an equation 
in which ‘“Assets=Proprietorship” because the cost of the merchandise sold 
has not been recorded. Proprietorship and net profit may be ascertained 
from the account balances on the Trial Balance and the merchandise inven- 
tory through equations as illustrated on page 25. 

L. B. Allen wishes to ascertain his proprietorship and net profit January 
31. It will be necessary to prove the cash and ascertain the merchandise in- 
ventory before this information can be secured. 

‘A count of the cash January 31 showed $973.60. This agrees with the 
balance of the Cash account as stated on the Trial Balance. The merchan- 
dise inventory ascertained by a count is $862.45. 

An equation prepared from either Trial Balance on page 40 is: 

CasH $973.60=L. B. ALLEN, Prop. $1500.00+SALES $1721.35 — 
PURCHASES $2106.75 EXPENSES $141.00 

The account balances are arranged in the order in which they appear in 
the ledger on page 39. The Purchases and Expense accounts each have a 
debit balance which means that if placed on the left side of the equation, 
they would be indicated by a plus sign or on the right side of the equation 
by a minus sign. 
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The following equations in statement form show L. B. Allen’s proprie- 
torship, his net profit, and a proof of the proprietorship. 
(1) A statement showing Assets = Proprietorship. 


Cash (Cash account) ...... $ 973.60 
Mdse. Inv. (Flour on hand) 862.45 
Asséts «a. heb. wets $1836.05=L. B. Allen, Prop. $1836.05 
(2) A statement showing profit on sales and net profit. 
Sales (Salessaccount ier. et dole os eae oar eee $1721.35 
Purchases (Purchases account)......... $2106.75 
Less Mdse. Inventory (Flour on hand) 862.45 
Gost of Mlour Sold2-,. 7.4. sues ee 1244 .30 
ProfttomSalesiidet7 it.) &.2 ei ae eee Te. ATTA 
_ Less Expenses (Balance of Expense account) ....... 141.00 
Neét Profits: oooh ave) cn ee ee ee 336.05 


(8) A statement showing proof of proprietorship. 
Beginning Investment (Proprietorship acct.).. $1,500.00 


EN GEU DON bce et spect ot ie ane 4 ae eee 336.05 
Present Proprietorship ...................-- $1,836.05 


SUMMARY OF ACCOUNTS 


At the beginning of the business, the sum of the balances of the asset 
accounts equals the balance of the proprietorship account. Transactions pro- 
duce changes in the nature and amount of the assets and in the amount of 
the proprietorship. These changes are recorded on the debit and credit sides 
of the accounts affected. 

Increases in assets and increases in expense are debits. 

Decreases in assets and increases in income are credits. 

The purpose of the accounts in the ledger on page 39 may be briefly 
summarized as follows: 


The Cash Account is a record of the changes in the asset cash. It is 
debited with the increases, $3,221.35, and credited with the decreases, $2,247.75. 
The debit balance, $973.60, is an asset, and is proved by counting the cash. 


L. B. Allen, Prop., Account is a record of the investment. It is 
credited with the beginning investment $1,500.00. The credit balance shows 
the net investment. 


The Sales Account is a record of the income through sales. It is 
credited with the increases, $1,721.35, the selling price of the merchandise 
sold. The credit balance shows the net sales. 

When it is desired to ascertain the proprietorship, the cost of sales is 
deducted from the Sales account to ascertain the profit on sales. 
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The Purchases Account is a record of the merchandise purchased for 
sale. It is debited with the increases, $2,106.75, the cost price of merchandise 
purchased. The debit balance shows the net purchases. 

When it is desired to ascertain the proprietorship, the value of the mer- 
chandise inventory is subtracted from the total purchases to ascertain the 
cost of sales. 


The Expense Account is a record of the expenses of operating the 
‘ business. It is debited for $141.00, the increases in expenses, because increases 
in expenses are decreases in proprietorship. The debit balance shows the total 
expense to be subtracted from the profit on sales to ascertain the net profit. 


Exercise 19, Posting and Trial Balancer 


(ORAL OR WRITTEN) 


1. How will each of the entries below be posted? 





























April 1, 19 April 4, 19 
Cash 900|— Cash 250|\— 
L. B. sua? Prop. 900|— Sales |250|— 
4 5 
Expense P= Purchases 100|— 
Cash 25) == Cash 100|— 
6 
Purchases ATO) a Expense 12|50 
| Cash : |475|— Cash 12/50 





























2. If the Sales account shows a balance of $1,265.50 and the amount is 
entered on the Trial Balance as a credit of $1,256.05, what effect will 
this error have on the Trial Balance? 


3. R. A. Byer, to whom merchandise was sold for cash, returned a part of 
the merchandise and $2.00 cash was paid him for it. Through error, 
the bookkeeper debited the Purchases account. (a) What effect will 
this error have on the total debit column and the total credit column of 
the Trial Balance? (b) What effect will it have on the balances of the 
Purchases and Sales accounts? 


4. The Expense account nore a balance of $22.50. This is listed on the 
Trial Balance in the credit column. What effect will the error have on 
the Trial Balance? 


5. Cash, $10.16, was paid for expenses and recorded in the journal shown 
at the right. What 
effect would it have 
on the Trial Balance 
if the bookkeeper 
failed to post (a) the debit entry? (b) the credit entry? (c) both the 

- debit and credit entries? 
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6. The bookkeeper for a local drug store which does a cash business counts 
cash at the end of the day and finds there is $1.00 more cash on hand 
than shown by the balance of the Cash account. (a) What effect will — 
this error have on the Trial Balance? (b) What are some of the reasons 
for an error of this kind? ait” 


7. How does the bookkeeper prove the balance of the Cash account? 
8. (a) What is the purpose of the Trial Balance? (b) What does it prove? 


9. If the two sides of the Trial Balance are not equal, how may the book- 
keeper detect the error? 


10. May 31, the balance of the Purchases account is $1,485.60, the balance of 
the Sales account is $2,355.40, and the merchandise inventory ascertained 
by count is $125.00. (a) What is the cost of goods sold? (b) What 
is the profit on sales? 


Exercise 20, Journalizing, Posting and Trial Balance 


Journalize the following transactions, completed by L. J. Craig during the 
month of May: 


1. L. J. Craig invested $1,200.00 in the office supplies business. 
2. Paid rent for May, $65.00. 
3. Paid cash for merchandise purchased, $651.50. 
5. Received cash for sales of merchandise, $216.40. : 
7. Received cash for merchandise returned to the one from ‘whotn it was 
purchased, $21.65. 
14. Paid cash for merchandise purchased, $213.00. 
15. Received cash for sales of merchandise, $327.50. 
16. Paid cash to clerk for salary to date, $37.50. 
21. Paid A. C. Day $2.50 for merchandise which he returned. 
31. Received cash for sales of merchandise, $265.55. 
31. Paid the clerk $37.50, salary for the second half of the month. © 


A count of the cash showed a balance of $1,024.10; the value of the mer : 
chandise ascertained by taking stock was $335.75. 





Instructions. (1) Post the journal entries (allow ten lines for each ac- 
count), and take a Trial Balance. The accounts should be arranged in the 


same order as in the ledger on page 39. 4 
(2) Prepare statements showing (a) the present proprietorship, (b) net ae 
profit, and (ce) proof of proprietorship i in the same form as shown on page 42. ne 
dae 

Exercise 21, Posting and Trial Balance re 


hal 
The journal in the illustration on page 45 contains a record of the transac- e 
tions completed by A. H. Cowen, a retail clothing merchant, Post to accounts = 


) é 
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with Cash (10), A. H. Cowen, Prop. (4), Sales (6), Purchases (6) and Expense 
(5); the figures in parenthesis indicate the number of lines required for the 
account. Enter the page of the text (45) in the folio column of the ledger 
but do not enter the page of the ledger in the folio column of the Schtan unless 
instructed to do so. Take a Trial Balance. 


October 1, 19 























(CEG ee does os Seco aeRO Oe 0 ark EL ee er ree 2500/— 
HN? BL COLES) Dy AOR gle ey 7h gen ee ere 2500/— 
Investment in ae retail clothing business. 
2 
ERD ENSC Ht WEEE. citar “exsy wciebecseeuce coti's!eyel @ audieis wie, Ble, $8 ays %e 15|— 
Asie et eee ce RAS era 5. ehcese oy ao girs ane oe 75|— 
Paid October rent. 
5 
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(GEASID an eaten el coe ee rs SReysast a setureck te PheceiPaye. amen eons 846/50 
Paid cash for merchandise purchased. ; 
| 8 : 
(CES. 6 osc 0 6: APS SECT one Ca ie er eae en arate eee 180|\— 
SIGS 8, 5 FEISS S SSE nee eRae ean Pree Tae Mir ome Aor Comores 180|— 
Received cash for merchandise sold. 
: 13 =a 
AIRC OR COMMUN CI hier ohn ine Cetus Aas ese, aay sch dune 275/80 
(Cas ee a oe AC ponent he taken. aes 275/80 
Paid cash for merchandise purchased. 
: 15 
ete I IE oe Lees 5) iia, 5a Wale Biers MEER 8/45 
: oe a de Rinht's ct 2G Ree eee eer een Wen een 8/45 
7 Paid cash for merchandise purchased. 
/ 18 
Gash... og 2 RRs Pics on Aan See eee Cane Te 327\50 
Secs eee Damn eee ee Wea Att. lone Goyette’ SIeNaeae: » 327/50 
Received cash for merchandise sold 
22 
ou ie Ne A oS hs fa auc’ ca Sia, Padlave sce) adhe Wralanche ease 12/50 
Caen. . eaten ad | Goaeie i Ie te ten Sh rec ar cee ee ee ae 12/50 
Paid cash for merchandise returned 
26 
irs eee i I on BM rice ein Me eRe ond arate AU ALE 165'40 
Seen oe ee 2 3, a a See Pees 165/40 
Received cash for merchandise sold. ' 
29 
etl ERT on gs. ws hoa sgt NSC Ge ye tiie a 8 Sieieye Bs 2/50 
(Circle oo eS OR ere A 2 a te 2\50 
Paid cash for merchandise returned ; 
31 Re 
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ee ey ee 85|— 
Paid clerk for October services. 
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Se ae from the Ledger 
March 1, Martin L. Dailey invested $2,000.00 in the retail furniture 


business. His investment and the eleven transactions completed during the 
month of March are shown recorded in the following ledger: 
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Instructions. (1) Record in journal form the same information shown in 
this ledger, arranging the transactions in the order of their completion, begin- 
ning with March 1. For example, the transaction of March 1 requires an entry 
in which Cash is debited and Martin L. Dailey, Prop., is credited for the in- 
vestment; the transaction of March 2, an entry in which Expense is debited 
and Cash is credited because of payment of cash for March rent; the transac- 
tion of March 8, an entry in which Purchases is debited and Cash credited 
because of cash paid for merchandise purchased; the transaction of March 5, 
an entry in which Purchases is debited and Cash credited because of payment 
of freight, ete. 

(2) The cash on hand is $1,227.00; prove this to be correct by com- 
paring it with the balance of the Cash account. 

(8) Take a Trial Balance. 


CHAPTER V 
SALES FOR CASH AND ON CREDIT 


The discussion in the preceding chapters referred to the information 
needed by the owner when cash is received for all merchandise sold at the time 
of the sale. When cash is not received at the time of the sale, additional infor- 
“mation is needed. The nature of this additional information and the method 
of securing it are discussed in this chapter. 


Sales on Credit. There are two principal methods of selling; (a) for cash, 
and (b) on credit. When cash is received at the time the sale is made, the 
_ transaction is referred to as a cash sale. When cash is not received for the mer- 
chandise sold at the time of the sale, but instead is to be received.later, the 
transaction is referred to as a charge sale, a sale on credit or a sale on account. 

The one to whom merchandise or service is sold is referred to as a cus- 
tomer. The customer from whom cash is received at the time of the sale is 
a cash customer; the customer from whom cash is received at a date later than 
the date of the sale is referred to as a charge customer. 

When a charge sale is made, a definite time for collection is expressed or 


implied. With retail merchants the implied time is usually the first of the _ 


month following the date of the sale. . With a wholesale merchant the time 
is usually stated in definite terms, that is, a designated number of days after 
the date of the sale. Thus, a sale made by a retail merchant on April 17 will 
be due May 1; a sale made by a wholesale merchant on April 14 with terms 
“30 days’”’ will be due May 14. 


Information Needed in Connection with Charge Sales. When cash 
is received from a customer at the time the sale is made, it is not necessary to 
record the name of the customer because the exchange of merchandise for 
cash completes the transaction. 

When the customer takes the merchandise and agrees to pay for it in 
the future, it is necessary to record (a) the date of the sale, (b) his name and 
address, (c) a description of the article or articles sold, (d) the amount of 
the sale, and (e) the terms. 

When cash or other assets are received from a charge customer for part or 
all of his indebtedness, it will be necessary to record the date, his name, and 
the amount of cash or other assets received. 

The information regarding charge sales referred to in the preceding para- 
graphs may be obtained through an account with each charge customer. The 
record of the transactions with a charge customer must be such that the bal- 
ance of his account will show the amount he owes and the due date of each sale. 
The title of the account will be the name and address of the charge customer. 


AT 
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An account with a charge customer is referred to as an account receivable. 
It is an asset since it has a definite cash value and will later be exchanged 
for the asset cash. The sum of the balances of all accounts with charge cus- 
tomers is known as the asset Accounts Receivable. 


Recording Cash and Charge Sales. A cash sale results in an increase 
in the asset cash and an increase in the income sales, hence requires a debit to 
the Cash account and a credit to the Sales account. 

A charge sale results in an increase in the asset accounts receivable and ~ 
an increase in the sales, hence requires a debit to the account with the charge 
customer (an asset) and a credit to the Sales account. 

Cash or other assets received from a charge customer for a part or all of 
his account constitute an exchange of one. asset for another of equivalent 
value. Cash or the asset account which records the increase is debited and 
the account with the charge customer credited. 


March 1. R. L. Haynes, a retail dealer in trunks and bags, 
has the following assets which are used in his business: 
Cash $1,000.00, trunks and bags in stock $650.00. 


Stated in equation form his assets and proprietorship are: 
CasH $1000.00+ MpsE. INVENTORY $650.00 =R. L. HAYNES, Prop. $1650.00 


The illustration at the right shows the facts stated in this equation re- 
corded in journal form. 


The reason for the debits 
and credit has been pre- 
viously explained. A jour- 
nal entry with more than 
one debit or more than 
one credit is referred to 


as a compound journal entry. 


___March 1, 19 








50| Mdse. Inventory........... 

50 R. L. Haynes, Prop...... 

Assets owned by the 
business on this date. 


I 54 ea | | 
50) Cashuery ten. ve eee 1000 | 
— 

| 














March 7. Sold R. C. Dunn, 200 Main St., City, one trunk 
$30.00 and one bag $12.00; terms, 10 days. 


This transaction increases the asset accounts receivable (R. C. Dunn) and 


increases the sales, $42.00. 


| | 7 


50|R. C. Dunn, 200 Main St... | 42 
BOMB Sales. as ccteveeis as... 50% 

Sold 1 trunk, $30.00; 1 | 
| | bag, $12.00; terms 10 days. | | . 


The journal entry to record the transaction 
] | | is in the illustration at 
the left. The account 

with R. C. Dunn is deb- 
ited to record the in- 
crease in assets and the 








s2|— 





Sales account credited to record the increase in the sales. 
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March 8. Received $75.00 in cash from Miss Annie Bates for a 
wardrobe trunk sold her today. 


This is a cash sale, hence results in an increase in the asset cash and an 
increase in the sales. The illustration at the right shows the journal entry for 
recording this transaction. 


: 8 

The Cash account is Tite) tee ae: eee | 15|— 

debited to record the in- BOvamealeg ec... a, burst aie , ean 4 
crease in the asset cash Sold 1 wardrobe trunk | 


fo h. 
and the Sales account | ar 


credited to record the in- 
crease in sales. The name of.the customer is not recorded on the iadger Be 
_ cause it is a cash sale. 











March 10. R. C. Dunn returned the bag sold him on the 
7th and was allowed a credit of $12.00, the sale price. 


The amount R. C. Dunn owes the business is reduced by $12.00; hence, 

this transaction results in a decrease in the asset accounts receivable (R. C. 
Dunn) and a decrease in the sales. The illustration at the left shows the 
; journal entry for record- 

12 < | ing this transaction. The 
~ Sales account is debited 

to indicate the subtraction 

in the Sales account. The 
account with R. C. Dunn is credited to show the subtraction in his account. 


BON Salegy $c s.. Pete eee ee bee 
50 Re Cee UTN Nn cco tess se ett: 

Returned bag bought . 

on 7th and allowed credit | | 

for sale price. | 








March 11. Sold R. C. Dunn, one bag, $32.50; terms, 30 days. 


This transaction increases the asset accounts receivable (R. C. Dunn) and 
increases sales the same amount. The illustration at the right shows the jour- 
nal entry for recording 





; é | | | 
this transaction. The  |s0/p. c. Dunn............... | 2e|0 | 

i ne. Duns SOU) Sales irr ee Pes \ 82 50 
aS : | Sold 1 bag, $32.50; terms | 
account records the in- AG aye | 
crease in the asset ac- 


counts receivable and the ae to the Sales account, the increase in sales. 


March 17. Received $30.00 cash from R. C. Dunn in pay- 
ment of the balance due on the sale of March 7. 


This transaction increases the asset cash and decreases the asset accounts 

| receivable (R. C. Dunn). 

50 |Cash a 30|— The illustration at the 

50 RC. Dunn. a “ ee , ‘¢ ‘ 
ecelve cas or al- . 

ance due on sale of March 7. | | try for recording the 





80|— left shows the journal en- 
transaction. The Cash 
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account is debited to record the increase in the asset cash and the account 
with R. C. Dunn is credited to record the decrease in the amount to be col- 
lected from him. 


The Ledger at the right shows the results of posting the six journal en- 
tries on pages 48 and 49. The account with R. C. Dunn shows (a) his 


































































































name and address, (b) two Chor 

sales, one on the 7th and iE za 7 

the other on the 11th, Mar.) 1 43/1000 |\— |) | 

(c) terms on each sale, (d) ie ie on || | 

nae ee heulcon aan ae ! 

nal entry for reference if 

the items sold to him are = = igs a bE meses eh 

desired, (e) retum of a Paso da, 48. 2 |i Mar. 10 Ret. i 12|— 

part of the merchandise 11/80 da. 149) 32160) 30. 

with page of the journal if | | | ie 

a description of the article MERCHANDISH INVENTORY 

returned is desired, and j,4 once hiked da a Mente ae) 

(f) collection of balance Mar. 1 48 | 650 | | | | | 

due on sale of March 7. | ‘ 

The account with a R. L. HAYNES, PROP. 

charge customer is ruled | | | el le 

at the point where it | | | | |Mar.) 1, 48 1650 — 

balances on the same blue ‘ia 1 a 

finewenteach side as ex-' 232) 0 2 (SA ee aS 

plained on page 55. In 19 |_| | ilzo | | a ie. 

the illustration at the Mar )10/Ret. (49) 12 am ins : re Fi Mee 

right, it is not possible to ! | 11| 137.50/49|| 32/50 
| Hy | || 149160 


rule the line exactly op- 
posite because two cdllections equal one charge, and a second charge was 
entered before the final collection. 

The account with a customer should contain all the information needed 
by the one who is authorized to extend credit to him, with page references 
for additional information if desired. The charge customer who pays his 
obligations in accordance with the terms will establish a good credit rating. 


A Trial Balance prepared from the account balances in the above ledger 








is in the illustration at R. L. HAYNES 
the right. This Trial TRIAL BALANCE, March 17, 19 
Balance shows that the === i 
sum of the debit balances 50 ee Jay hig ees: ie eeens ee eee H 
2 50) RieG. Dimne nen eee 
of the accounts in the 50| Merchandise Inventory. . 
ledger is equal to the sum a he Haynes, Prop........ 


of the credit balances. 








re 4 
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The account balances on this Trial Balance may be stated in equation 
form, but the equation will not show “Assets=Proprietorship” because the 
cost of sales Has not been recorded. 

If the cash on hand proves with the cash record and the value of the 
merchandise inventory, March 17, is $600.00, the following statements may be 
prepared from the account balances on the Trial Balance and the merchan- 
dise inventory. These three statements provide present proprietorship, net 
profit, and proof of the proprietorship. 


¥ (1) A statement showing “Assets = Proprietorship”: 
RSS ete a a ah es $1105 .00 
Accounts Receivable. 32.50 
Mdse. Inventory .... 600.00 


Total Assets...... $1737.50 =R. L. Haynes, Prop., $1737.50 


(2) A statement showing profit on sales and net profit. 


Salen Tiale BalaMeG) o..at. arcs: fie quis Sos Seen Be telah $ 187.50 
Merchandise Inventory (Trial Balance) ...$650.00 
Less Merchandise Inventory 3/17....... 600.00 


Coston wlerchandise Sold. ok: <6 asces5.0 enyuta act Bere 50.00 
PrOUirOns males. ie Sos ho sus vs gcc ow eee 87.50 


There were no purchases, hence the cost of sales is the difference between 
the beginning and ending inventories. 





(3) Astatement showing proof of proprietorship. © 


R. L. Haynes, Beginning Proprietorship........... $1650.00 
PECs ne | Pela a ky Age Nes soto ole Wea 87.50 
R. L. Haynes, Present Proprietorship............. $1787.50 


Exercise 23, Sales for Cash and on Credit 
(ORAL OR WRITTEN) C_-— 


1. “Received cash $55.00 for merchandise sold.” State the journal 
entry required to record this transaction using the current date. 


2. “Sold J. L. Way on credit 3 gallons floor varnish @ $2.25 per gallon.” 
State the journal entry required to record this transaction. 


3. “L. B. Johnson, a charge customer, returned to us merchandise, $2.50.” 
State the journal entry required to record this transaction. 


A. How will the amounts in the equation below appear in the accounts? 


CasH $250.00+-C. H. Lay $50.00+ PURCHASES $300.00 =A. J. KNIGHT, PROP. 
$350.00+SALES $300.00 —EXPENSE $50.00 
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5. (a) What entry in the journal was required to record the debit and 


















































| ie 





credit shown in the two le BJoukeon City 
accounts at the right? = 
(b) Is L. B. Johnson a an | | a9 | | | 
charge customer or a cash 
customer? (c) How much SALES 
does L. B. Johnson owe? ri 

| Octa V5 2 a8 





6. (a) What entry in the journal was required to record the debit to 
the Cash account and 
CASH , credit to the account with 











19 
July 

















S. B. MeGuire in the illus- 

5 9], 55) 85 tration at the left? (b) 
What effect does this 

Boe owns City transaction have on the 











19 
June 


: ? 
: | | a) 65|85 assets and income? 








| 






ercise 24, Journalizing, Posting and Trial Balance 
alter Marx completed the following transactions during September. 


. Invested $2,500.00 in cash in the retail hardware business. 

. Paid September rent, $110.00. 

. Paid $1,850.00 for merchandise. 

. Paid $112.50 for merchandise. 

. Sold R. L. David, 410 Spring St., City, on credit, 10 kegs of nails, $46.00. 
. Received $625.20 for cash sales to date. 

. Paid $65.00 for services of clerks. 

. Sold Arthur Moore, 219 Long St., City, on credit, 1 dozen Yale locks at 


$1.25 each; 1 hatchet, 90c; 1 keg of nails, $4.25. 


. Received cash from R. L. David in full for sale of Sept. 12. 
. Gave Arthur Moore credit for 90c, one hatchet returned by him. 
. Sold Doyle Construction Co., Danville, on credit, 8 dozen picks at $7.50 


per doz., 1 dozen shovels, $17.50, and 25 kegs of nails at $4.10 per keg. 


. Received $19.50 cash for merchandise returned to the seller by agreement. 
. Received cash for one-half of the sale to Doyle Construction Co., Sept. 23. 
. Received $531.25 for cash sales to date. 

. Paid $65.00 for services of clerks. 


Instructions. (1) Record each of these transactions in the journal and 


post. Arrange the accounts as illustrated on page 50; allow nine lines for 
Cash, eight lines for Sales, and five lines for each of the other accounts. 


(2) Prove cash; balance on hand, $1,590.70; and take a Trial Balance. 
(3) Prepare statements showing proprietorship, net profit, and proof as 


illustrated on page 51; merchandise inventory, $1,132.55. 
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Note Receivable. A written promise received from a charge customer 
for a part or all of his indebtedness as shown by his account is referred to as 
a note receivable. The one who signs the note is referred to as the maker, and 
the one to whom it is payable, as the payee. The-date the note is due is re- 
ferred to as the maturity of the note. 


A note receivable is an asset for in it the charge customer promises to 
pay cash at a future time. The note receivable, therefore, has a definite 
value to the business. Its asset value is ordinarily considered to be the amount 
_promised by the debtor, that is, the amount stated in the note. This amount 
is referred to as the face value of the note. The sum of the face value of all 
notes receivable belonging to the business is the asset Notes Receivable. 

The usual purpose of a note receivable is to allow additional time for 
collection of the amount due from the charge customer. The:discussion of 
notes receivable in this chapter relates to transactions with charge customers. 
Notes received and given for other purposes will be explained later. 


Recording a Note Receivable. When a note receivable is received 
from a charge customer, the transaction results in an increase in the asset 
notes receivable and a decrease in the asset accounts receivable. An account 
with the title Notes Receivable is debited for the face of the note to record 
the increase in the asset notes receivable. The account with the charge cus- 
tomer is credited to record the decrease in the asset accounts receivable. 

Receiving a note from a charge customer does not cancel the amount 
to be collected from him but only extends the time for making collection. 
It changes the nature of the asset from accounts receivable to notes receivable. 
When cash is received from a charge customer for the face value of the note, 
the transaction results in an increase in the asset cash and a derrease in the 
asset notes receivable. When cash is received for the note, the note is marked 
“Paid” and returned to the charge customer. 


May 15. David B. Russell, a retail merchant, received from 
L. A.. Burns, a charge customer, a note receivable for 
$185.63. 


The note receivable referred to in this transaction is in the illustration at 
the right. L. A. ; 

Burns, the charge 
customer, prom- 
ises to pay $185.63 
in 30 days. This 
promise is made 
May 15, hence will 
be due June 14. 
L. A. Burns still 
owes the amount, 
but the debt is now in the form af a written promise, and is payable, not nec- 
essarily to David B. Russell, but to the person owning the note when it is due. 
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The three illustrations at the right marked (a), (b), and (c) show the 


following information: 
(a) The account with 
L. A. Burns. 


(b) The journal entry 
to record the increase in 
the asset notes receivable 
and the decrease in the 
asset accounts receivable. 

(c) The Notes Re- 
ceivable account and the 
account with L. A. Burns 
after the journal entry of 
May 15 has been posted. 


The account with L. 
A. Burns is now in balance 
and the asset is recorded 
in the Notes Receivable 
account. 
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64 N Notes Receivable.......... | 185/63 1 
, BOOMS tig. hoe ee | . 185) 63 
Received 30 -day note in 
| full of account. | et 
(c) = peek TRS 
19 is ae | cbaon a 
May |15 80 da. \54 185 £3. | se 
ah Lu i _ 182 Secon St. 
19 a me ‘ieee: a 
May | 1 45 || 150 —|May|15| Note 6a || 185 63 
45 35/63) 
ITH 


| 


When cash is received for a note receivable, the transaction results in 
an increase in the asset cash and a decrease in the asset notes receiv- 
able. If cash is received 
from L. A. Burns, in the 
preceding illustration, at 
the maturity of the note, 
June 14, the entry to re- 


June 14, 19 


b4 Cash Ss Sk ERM oes Oe RN . 
4 Notes Receivable..:..... | 
Received cash for note } 

HT 


























due today. ; : 
i cord this cash will be as 
CasH illustrated at the left. The 
ee 6 A | wr | ~ Cash accoynt is debited 
une 14 | Be 185 69, ) _ | | to record the increase in 
Niatis. Racueten the asset cash and the 
c= 19 -_..- Notes Receivable account 
Seay 85 63| June te ; 54) 185'63 is credited to record the 


pe ~ decrease in the asset notes 
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receivable. The accounts 
below the journal entry show the result of posting. The Notes Receivable 
account is ruled because the two sides of the account are equal. 


Combined Cash and Credit Sale. When merchandise is sold toa 
charge customer and cash is received for a part of the sale, the remainder 
to be collected at a subsequent date, the transaction is usually recorded in two 
entries. These are described at the top of page 55. 
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(1) An entry to record the full amount of the sale as a debit to the ac- 
count with the charge customer and a credit to Sales. 

(2) An entry to record the receipt of cash as a debit to the Cash account 
and a credit to the account with the charge customer. 


May 5. Sold A. C. Collins, 415 Ross St., City, merchandise per 
sale No. 63, $125.75; terms, cash $50.00; balance 10 days. 


The journal entries 


és May 6, 19 
at the right show the te 




































































method of - sao the 55/ A.C. Collins, 415 Ross st.. | 125/75 
transaction = BIOS ees 8 ees Gen eee | b A2ONTS 
- Seep Sale No. 63; terms; cash, | | 
arate entries. The first $50.00; balance, 10 days. . 
entr 5 | 
pee es lc and BeGaeheeaee walbee soe coh 
the second entry records B5|~ M,C; Collings. :..... 0. 60|— 
the cash received. The Rees ae ie party . 
5 ayme or sale 0 D 
accounts below the journal ale a seed 
entries show the posting. ee pA CASA | ps 
The balance of the ac- 19 ) . | | | | : | | 
count with the charge May 5 65}, 60) —| . | 
customer shows the A. C. CoLLIns 415 Ross St., City 
amount to be collected jy ~~ ae eT “tio | sd = J am 
from him within ten days. May 510 da | 55 | 125 75 | May | 5 55 | 50) — 
If desired, “Cash $50.00, | ' 
balance 10 days” may be Vides : = = | 
written in the explanation 19 | 
Ree ||May | 5 55/|| 125) 76 
column on the debit side. | 4 ‘ | 








Ruling an Account with a Customer. When the one amount or the 
sum of the amounts recorded on the credit side of an account with a customer 
equals the one amount or the sum of the amounts recorded on the debit side, 
the account is 7n balance. This fact is indicated by ruled lines. 

The illustration at the right shows one form of ruling frequently used 
when cash or some other asset is received from a customer in payment of one 
or more sales. It 
will be observed that 
when possible the 
lines are ruled with- 
out moving the ruler. 
Where the cash re- 
ceived from a charge 
customer is for more 
than one sale, the . 
two or more amounts 
on the debit side are added to verify the entry on the opposite side. Ruling 
an account which is not in balance would cause much trouble when a Trial 


Balance is taken. 
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The figures in the explanation column indicate the amounts used on the 
January,. February, and March Trial Balances. The last figure on the debit 
side is the amount used on the April 30 Trial Balance. The ruled lines make 
it unnecessary for the items above them to be considered when the account 
is footed for future Trial Balances. 

The illustration below shows another form of ruling for an account with a 
charge customer. This form is usually employed where the account is balanced 
after a number of 
; s amounts have been 
se TCT TT Lee )””””:C Rn Le) recorded On tiemaenr: 
and credit sides. The 
ruling is placed on 
the same line on each 
side and the footings 
on each side are en- 
tered between single 
and double lines. Single lines are drawn across the money columns only; 
double lines are drawn across all except the explanation columns. This form 
of ruling is frequently used when an account is balanced and the balance car- 
ried down on the same page or carried forward to a new page in the ledger. 








SUMMARY 


Account with a Charge Customer. The title of the account with 
each charge customer is his name and address. The purpose of the account 
with each charge customer is to record the transactions with him. 

Since accounts receivable are assets, the account with each charge cus- 
tomer is debited for increases and credited for decreases. 

The debit balance is an asset because it is the amount to be collected 
from the charge customer. The sum of all the debit balances to be collected 
from charge customers is the asset accounts receivable. 


The Notes Receivable Account is a record of the changes in the asset 
notes receivable. : 

The Notes Receivable account is debited for increases (face of each note 
receivable) and credited for decreases. 

The debit balance is the asset notes receivable and agrees with the v 
of the notes owned by the business. 


Exercise 25, Accounts and Notes Receivable 
(ORAL OR WRITTEN) 


1. “May 16. Received from E. L. Lamb a 60-day note for $187.50 in full of 
account.” How will this transaction be recorded in the journal? 

2. “Received from E. L. Lamb $187.50 for note due today.” (a) On what 
date (see Question 1) will this transaction be recorded? (b) How will 


’ it be recorded in the journal? 
¢ 
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3. State the two journal entries required to record the following transaction: 
“Sold Robert McFarland 25 bags of Portland Cement at $1.00 per ~ 
bag, 3 yards of sand at $3.00 per yard, and 1 yard of gravel $4.00. 
Received cash $20.00, balance to be paid in 10 days.” 

4. What would be the jour- 
nal entry to record the waeoe Tne Lae 
facts shown in the ac- 89 .60 89.60 
counts at the right? 

5. What effect would it have on the Trial Balance if the following trans- 
action is not recorded: “Sold B. C. Adams on 380 days time, 1 No. 7 
Eureka Washing Machine, $52.50’? 

6. When and how would the bookkeeper discover the error resulting from 
the failure to record this transaction? 

7. Can you suggest some plan which would avoid the possibility of failing 
to record a charge sale in a retail grocery business where many such 
sales are made? 

8. When and how would the bookkeeper discover the error resulting Font 
failure to record the following transaction: ‘‘Received cash for the 
sale of 1 pair of shoes, $5.00’? : 

9. (a) When is the account with a customer in balance? (b) How does. 
the bookkeeper indicate this? 

10. A. W. Mott, a retail clothing merchant, wishes to write his customers 
about a bargain sale. How will he ascertain the addresses of (a) the 
charge customers? (b) the cash customers? 


Se 26, Recording Transactions, Posting and the Trial Balance 


During the month of February, A. B. Wilson, a retail furniture merchant, 
completed the following transactions: 


~A. ISAACS SALES 





. Paid $1,700.00 in cash for merchandise purchased. 
. Paid rent for February, in cash, $100.00. 
. Sold C. H. Powers, 211 Walnut St., City, on credit, 1 bedroom suite, $225. 00. 
. Sold Walter Rogers, Oakdale, on credit 1 hatrack, $32.50. 
. Received $625.50 for cash sales. 
_—18. Received from C. H. Powers. $125.00 in cash and a note due in ten days 
for $100.00 in full for sale of the 3d. 
21. Received $32.50 in cash from Walter Rogers in full of account 
22. Paid $300.00 in cash for merchandise purchased. 
__—25. Sold A. R. David, City, on credit, 1 dining room suite, $350.00. Received 
$50.00 in cash; balance, 30 days. 
26. Sold C. H. Powers, on credit, 8 rockers @ $27.50. Received $50.00 in cash 
to apply on this sale; balance, 30 days. 


The “@” indicates that the price applies to each rocker and that the amount of the 
sale is three times $27.50. 


COD NWR Ee 


. Invested $3,500.00 in cash in the furniture business. | IP: 9 © 
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28. Received from C. H. Powers, $100.00 in cash for note due today. 

This note would be similar in form to the one illustrated on page 53. 
28. Received from A. R. David a 30-day note for $300.00 in full of account. 
28. Paid $125.00 for February salaries. | 


Instructions. (1) Record each transaction in the journal. 

(2) Post to accounts with Cash (10), Notes Receivable (5), C. H. Powers 
(5), Walter Rogers (4), A. R. David (4), A: B. Wilson Prop. (4), Sales (8), 
Purchases (5) and Expense (4). The figures in parentheses are the number of 
lines required for each account. 

(3) Prove cash balance, $2,258.00, and take a Trial Balance. 

(4) Prepare equations similar to those on pages 42 and 51; micrehandise 
inventory, $1,475.25. 


Exercise 27, Transactions With a Customer 


The Electric Shop completed the following transactions with A. N. House, ; = 
213 Broadway, City, a charge customer, during the months of July and August.-_~ 


Unless otherwise indicated, the terms of the sales are ‘‘on account”. 


July 2. Sold 1 electric percolator, $7.50;- 1 flashlight, $2.75. 


5. Allowed Mr. House credit for $2.75, sale price of the flashlight which 
he returned. Sold him an electric fan for $22.50. 


10. Sold 1 electric washing machine, $162.50; received cash, $62. 50; 
balance to be paid in 20 days. 
16. Sold 1 electric iron, $6.50; 1 electric toaster, $4.20. 
380. Received $50.00 in cash and a 15-day note for $50.00, balance due 
; on sale made July 10. 
31. Received $40.70 in cash in full of account. 


Aug. 12. Sold 1 chandelier, $25.00; 10 lamp shades @ 75c; 10 lamps @ 85c. 
14. Received $50.00 in cash for note due today. . 
20. Sold 200 ft. No. 10 wire, $1.00; 1 vacuum cleaner, $69.50. 
26. Received $36.00 in full for sale of August 12. 


28. Sold 1 clothes drier, $125.00. Received cash, $50.00; balance 30 
days. 


Instructions. (1) Record the July transactions in the journal and post to 
accounts with Cash (9), Notes Receivable (4), A. N. House (10), and Sales 
(8). Rule A. N. House’s account as in the illustration on page 56. Take a 
Trial Balance. | 

(2) Record the August transactions in the journal and post to the same 
accounts that you opened for July. Rule the accounts where they balance 
as in illustration on page 55. Take a Trial Balance. 


= iy) ae 


CHAPTER VI Lee 
PURCHASES FOR CASH AND ON CREDIT 


.When one person sells merchandise on credit, obviously the one with 
whom he is dealing buys on credit. The discussion in this chapter relates to 
the purchase of merchandise on credit and the accounts needed to record the 
desired information. 


Liability. The proprietor’s promise to pay a certain amount, usually 
in cash, at some time in the future is known as a liability. The promise may 
be implied, verbal or written. One may incur a liability through an implied 
contract, later confirm it by a verbal contract, and still later make it more 
definite by a written contract, but the liability exists equally in all three cases. 
A liability may be paid with property other than cash, but the usual custom 
is to pay with cash at the time agreed upon. 


Reason for Liabilities. A liability is usually incurred to secure ad- 
ditional assets needed in the operations of a business. The owner of the busi- 
ness has three means of securing assets, (a) through investment, (b) through 
incurring a liability by borrowing money, and (c) through incurring a liability 
by purchasing merchandise or other property with the understanding that 
it is to be paid for in the future. When the need for additional assets is only 
temporary, it is customary to secure these assets through borrowing or pur- 
chasing on credit. 


Effect of Liabilities on Assets and Proprietorship. When one in- 
creases his assets by incurring liabilities, he has not increased his wealth nor 
his proprietorship since it is necessary for him to pay his liabilities in the 
future. The total assets, therefore, equal the proprietorship plus the amount 
owed. This may be shown by the equation: 


ASSETS = LIABILITIES + PROPRIETORSHIP 


The above equation is simply an expansion of the equation, assets = 
proprietorship. The creditors have a claim against the assets of the owner, 
hence the amount of all the assets equals the claims of creditors plus the 
owner’s proprietorship. 


Since liabilities are to be paid out of the assets, the equation is some- 
times expressed as: 
ASSETS — LIABILITIES = PROPRIETORSHIP 


The final results are the same in either equation. The owner’s proprie- 
torship is his equity in the assets which is the same whether the claims of cred- 
itors are subtracted from the sum of the assets or added to the proprietorship. 
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Purchases on Credit. When merchandise or other property is purchased 
by the owner of the business but payment is not made until a subsequent 
date, the purchase is said to be on credit or on account. The one from whom 
the purchase is made is referred to as a creditor. The terms of payment are 
agreed upon, usually in the same manner as explained in connection with 
charge sales on page 47. 

When a purchase is made on account, it is necessary to record (a) the 
date of the purchase, (b) the name and address of the creditor, (c) information 
regarding the property purchased, (d) the amount of the purchase, and (e) 
the terms. When cash is paid a creditor in accordance with the terms, it is 
again necessary to record the date, the name of the creditor, and the amount 
of cash paid. The purchase increases the liability and the cash payment de- 
creases the liability. 

The information needed regarding liabilities because of purchases on ac- 
count, like all other accounting information, is provided through an account 
with each creditor. The title of each account is the name and address of 
the creditor. The account with each creditor is a liability. The sum of the 
account balances with all creditors is the liability accounts payable. 

With full information regarding his liabilities, the owner can take the 
proper steps to secure the assets with which to pay them and thus maintain 
a good credit rating. 


Recording Purchases on Credit. A purchase of merchandise on credit 
increases the asset merchandise. It does not increase the proprietorship but 
instead the liabilities. The two sides of the equation “Assets = Liabilities + 
Proprietorship” are, therefore, increased equally. The Purchases account is 
debited to record the increase in assets and the account with the creditor 
credited to record the increase in liabilities. 


When cash ‘is paid to a creditor, the transaction involves the decrease 
of an asset and the decrease of a liability. Cash is credited to record the de- 
crease in the asset cash and the account with the creditor is debited to record 
the decrease in the liability accounts payable. 


. 


June 1. L. S. Cole invested $600.00 cash in the produce business. 
This investment is stated in equation form as follows: 
CaAsH $600.00 =L. S. COLE, PROPRIETORSHIP $600.00 
The illustration at the right shows the facts in this equation recorded 








in journal form. The debit Tune 1, 19 

to the Cash account shows === ee nt ee 

$600.00 cash on hand at 62 Caali hed ena 600 — 
62 Be 


the beginning of business. 
The credit to the proprie- | 
torship account shows 

that L. S. Cole’s proprietorship is $600.00. 


Invested caann in the pro- |, 
duce business. 





Li SaColey Propesacserae. \} | | 
| 
| 











\) | 
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June 2. Paid $250.00 in cash for produce purchased. 


This transaction increases the asset merchandise and decreases the asset 
cash, each $250.00. 


The illustration at the right shows the journal entry for recording this 
transaction. The Purchases account is debited to record the increase in the 





purchases and the Cash 

account is credited to re- 62| Purchases.................- 250; — | 

cord the decrease in the 62 ash Behar choke: CR TR OER OOS 250| — 
Bought produce for cash.} | 

asset cash. 





June 4. Purchased from the Central Produce Company, 
Ashland, on credit, produce, $450.00. 


This transaction increases the purchases and increases the liability ac- 
counts payable, each $450.00. 


The illustration at the left shows the transaction recorded in journal 

form. The Purchases ac- 

| count is debited to record 

450|_. the increase in purchases 

thus adding the $450.00 

to the previous purchase. 

The account with the Central Produce Company is credited to record the 
liability accounts payable. 





GOMNTCNASES ae ister a6 sos aoe 
62 Central Produce Co., Ashland 


Bought produce on credit. | 
| 


450 “ 





June 8. Returned to the Central Produce Company $50.00 
worth of the produce purchased on June 4. 


This transaction decreases the liability accounts payable because L. S. 
Cole now owes the Central Produce Company $50.00 less; the transaction 
also decreases the purchases $50.00. 


The illustration at the right shows this transaction recorded in journal 
form. The account of the Central Produce Company is debited because the 
amount is to be subtracted it 





. 8 } 

from the indebtedness due 62) Central Produce Co........ | 50 | 

this firm as recorded on 62| -Purchases............... 50|— 
the credit side of their Returned part of pro-| 


duce purchased on June 4. | 
account. The Purchases | 
account is credited be- 


cause this amount is to be subtracted from purchases. 


| 





June 9. Purchased from Staples & Lake, City, on 20 
days’ time, produce, $200.00. 


This transaction increases ‘the purchases and increases the liability ac- 
counts payable, each $200.00. 
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The illustration below shows this transaction recorded in journal form. 
The Purchase account is debited to record the increase in the asset merchan- 


H 


| 
| 62) 
| | time. 


ZieBurchases ace Wee ae ee oes 
Staples & Lake, City 
Purchased on 20 dl 


dise; 


| | 
| ' able. 


the account with 

Staples & Lake is credited 
200 — to record the increase in 
the liability accounts pay- 


June 380. Paid the Central Produce Company $300.00 on ac- 
count of purchase of the 4th. 


This transaction decreases the asset cash and decreases the liability ac- 


counts payable, each $300. 


00. 


The entry in the illustration at the right shows the transaction recorded 


in journal form. The ac- 
count with the Central 
Produce Company is deb- 
ited to record the decrease 
in the liability accounts 
payable; the Cash ac- 


| 





| 


i 
80 
a Central Produce Company.. | 


| 
| 
Gis cholo anciregs it ahs | 
Paid on account of pur-| ) 
chase of the 4th. 1 
i| 


300 — | 


| 4 
| 


count is credited to record the decrease in the asset cash. Paying a liability 
reduces the assets and the liabilities the same amount. 


The Ledger in the illustration at the right is the result of posting the six 


journal entries on pages 


60, 61 and 62. The bal- y= 


ance of the Cash account, 
$50.00, shows the amount 
of cash on hand. ‘This is 


proved by counting the ~ 


money. The balance of 
the Purchases account 
shows the net purchases. 


The balance of the 


account with the Central === 


Produce Company shows 
the amount of the indebt- 
edness to this company 





419.7") 
June | 1 
“197.4 
June! 2) 
4) 
a 
io, | 
June 8 
0 


which is due July 1; see ~ 


page 47. The balance of 
the account with Staples 
& Lake shows the amount 
of the 
this firm which was due 
June 29," 


indebtedness to = 


Ay: 
| 

















a ae iiane| 





CasH 
sa eae Ga fi al i es 
60.00 60 600 — June 2 \61 || 250) — 
i | 130) 62, 300;— 
2 es || #60 
‘PURCHASES 
— es a “19 —— -— <= ee Toe 
61. 250. 4 Tune 8 161), 60!'— 
61 450 — at ae 
850.00) 162|| 200); — | 8 (+a { 
| |] 900) fi Kod lant 
_ CENTRAL PRODUCE Co. Ashland _ 
lio | ina 
161), 50;\— jjsune 4) 100. se.nol6a|| 450 — 
'62 |, 300 — ) i 
| || $80] . Pa | 
STAPLES & LAKE City 
BERR e se. 
ltrune | 9/20 days|62) 200 — 
| i| | 
fa . | | 
dae Ss Coun, Pror. 
_ l wwii — = i “19 - — —— = Si 
| . 60 600 — 


- rN 
—— eo 
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A Trial Balance prepared from the ledger at the bottom of page 62 is 





TRL BALANCE in the illustration at the 
SE left. The sum of the debit 


of the credit balances, 
200 — hence the ledger is in 
____|__j|__600|= balance. An equation in 
Ae | 900— 900 — which Assets = Liabilities 
a5. | | “||, + Proprietorship prepared 

in statement form from 
the account balances in the Trial Balance is as follows: 


62! Staples & Lake........... | 


UG Febhe auc ers) = | balances equals the sum 
| 
62) L. S. Cole, Prop 


Cash $ 50.00 Central Produce Co. $100.00 
Mdse. Inv. 850.00 Staples & Lake 200.00 


Assets $900 . 00 = Liabilities $300.00+L. 8. Cole, Prop., $600.00 


Since there have been no sales the merchandise inventory is equal to the 
balance of the Purchases account; the title ‘““Merchandise Inventory” is 
used in the statement because it is the title that indicates the value of mer- 
chandise in stock at the time proprietorship is ascertained. 


It will be observed that purchases of merchandise on credit do not affect 
the proprietorship. Each purchase increases the assets on the left side of the 
equation and the liabilities on the right side the same amount. The payment 
of a liability decreases the assets and decreases the liabilities the same amount. 


~ 


a 


| 
Exercise 28, Purchases for Cash and on Credit i ae 


: (ORAL OR WRITTEN) 


1. “Purchased from A. L. Shaw merchandise, $187.50; terms, 10 days.” 
(a) How will this transaction be recorded in the journal of James ey the 
purchaser? (b) How will the journal entry be posted? 


2. July 1. D. H. Lowe began business with the following assets: cash, 
$625.00, and merchandise inventory, $850.00. R. L. Norton, a charge cus- 
tomer, owes him $250.00. He owes Green Bros. for merchandise purchased, 
_ $280.00. (a) State his proprietorship in equation form. (b) State the infor- 
mation shown in the equation in the form of a journal entry. (c) State the 
accounts resulting from posting the journal entry. : 


3. D. H. Lowe paid Green Bros. $280.00 which he owed them. State the 
entry necessary to record this transaction in the journal. 


4. D. H: Lowe received $250.00 from R. L. Norton for the amount owed 
by him. State the entry necessary to record this transaction in the journal. 
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5. (a) State the journal entry from which the transaction of June 1 
was posted. (b) The trans- PURCHASES 


















































action of June 5. (ce) jg 19 

What is the maturity of June j hs| 216/75 || June | 5] Ret. | fc 
the June 1 purchase? (d) 

What amount will be re-: MEY Bia Bs 

quired to pay theindebted- 7 Ret. |17| 13/501 Jane | 1/80 4a. {16|| 216/75 
ness to W. O. Lady at ma- phot igs pas ae 


turity? 


6. (a) Is the account at the left an account with a customer or creditor? 
(b) If the balance stated 











W. O. Watson City in the account is entered 
19 (19 on the Trial Balance as 
31 25 22) 80 da. 131/39 


the error have on the 
Trial Balance? 


Cola 


May [26 50|— May |17/| 10 da. 92/50 stated, what effect will 
| 168.89 223\89 





7. The account balance shown in the account at the right is entered on 
the May 31 Trial Balance 











as stated. (a) What effect L. B. Mars City 
will this error have on the 19 | 19 

Trial Balance? (b) What A? i a May | 6 50\— 
amount was shown on the 59| 865 

April 30 “Trial Balance? ®Y (18) 45,). || telve 

(c) What is the balance 112|365 


due June 1? 


Exercise 29, Purchases on Credit 


A. L. Walker began the retail furniture business with a cash investment 
of $2,000.00. During the month of May he completed the following trans- 
actions with creditors: 


2. Purchased from Boyd & laa Atlanta, furniture, $672.55; terms, 10 
days. 


5. Purchased from Norman Drapery Company, New Albany, draperies, 
$765.48; terms, 10 days. 


12. Paid Boyd & Company $500.00 to apply on account. 


13. Bought from Mason Carpet Company, Dodgeville, carpets, $936.47; 
terms, on account. 


14. Returned draperies to Norman Drapery Company, $42.50. 
16. Paid Norman Drapery Company $722.98 balance due. 
20. Purchased from Boyd & Company, furniture, $516.55; terms, 30 days. 
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25. Paid Boyd & Company $172.55 balance due on purchase of May 2. 
. 26. Returned rugs to Mason Carpet Company, $126.50. 


31. Paid the Sage Rug Co. $186.55 for a cash purchase of merchandise delivered 
today. 


Instructions. (a) Record these transactions in the journal. (b) Post to 
-accounts with Cash (7), each creditor (4), A. L. Walker, Prop. (4), and Pur- 
- chases (8). (c) Prove the posting by a Trial Balance. 


Note Payable. The proprietor’s written promise to pay a definite amount 
at a-certain time is referred to as a note payable. The proprietor of a business 
frequently gives to a creditor a note payable in order to secure additional 
time for paying the amount due the creditor for purchases on account. 

A note payable is a liability. The amount stated in the note, usually 
referred to as the face value, is the amount of the liability. The discussion 
of notes payable here relates to notes issued to creditors. Notes may be is- 
sued for other purposes as will be explained in a subsequent chapter. 


Recording a Note Payable. When a note payable is issued to a cred- 
itor, the transaction results in an increase in the liability notes payable and 
a decrease in the liability accounts payable. The account with the creditor 
is debited for the face value of the note and an account with the title Notes 
Payable is credited for the same amount. 

Issuing a note to a creditor cancels the amount of the indebtedness to 
him and creates a new liability to pay the person who may happen to own 
the note when it falls due. When cash is paid at the maturity of the note, 
the transaction results in a decrease in the asset cash and a decrease in the 
liability notes payable. When cash is given in payment for a note payable, 
the cancelled note is returned by the one to whom the cash was paid to the 
one who paid it. 

The method of recording transactions in which a note payable is issued 
and cash is paid is further explained by illustrations. 


May 20. David B. Russell, a retail merchant, gave Wiley & 
Bray, a creditor, his 30-day note for $497.65 in full of account. 


This transaction results in a decrease in the liability accounts payable 
and an increase in the liability notes payable. The illustration at the right 
shows the journal entry ad . | ) 
to record this transaction. aa 20 | ine 
The account with Wiley 19) Wiley & Bray... | 497 | | 
& Bray is debited to re- | Gave 30 day note for 
cord the decrease in the | balance due. 
liability accounts payable | 
and the Notes Payable account is credited to record the increase in the lia- 
bility notes payable. 


| | 
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The accounts in the illustration at the right appear on the ledger of David 
B. Russell after the journal entry on page 65 is posted. The account with 
Wiley & Bray is in bal- NOTES PAYABLE 
ance and the indebtedaess ——— ee ha en aT OS Geld 


is recorded as a credit to | | || . May 20 30 da. 6 497 65 
the Notes Payable ac- ba a Siete | 
count. “Note” is written _ a Wire Bray o & _Dow coe 


in the explanation column 19 
of the account with the May 4 | 
creditor to show that the (2 65. | . . 
account was closed by ) | i" fe | | | | me 
note. The time of the oor 
note is entered in the explanation column of the Notes Payable a to 
indicate the maturity of the note. 


Tr 19 | -— | 
5 500 — ‘Mar. 16 60 da. 2 1297 65 


June 19. David B. Russell gave the City National Bank 
$497.65 for’ note issued to Wiley & Bray May 20. 


This transaction results in a decrease in the asset cash and a decrease 
in the liability notes pay- 


| 


| 19 | | | able. The illustration at 
8 4 aes LS gaa coe ate 1 497 65 | Corhen the left shows. the journal 
4 ers hah up “Bray | ig entry required to record 
or eee ansy, | | this transaction.. The 


Notes Payable account is 
debited to record the decrease in the liability and the Cash account credited 
to record the decrease in the asset. 


When the above journal entry is posted, the Notes Payable account on 
the ledger of David B. Russell will appear as in the illustration at the left. 
N The ruling indicates the 

OTES PAYABLE inte 
a — ; Soe =r ——- aan Se AR - account 1s In balance. The 
June | 19 | 8 49765 May 2030da. 6 497.65 Notes Payable account is 
ce My Asi Me doi lr] usually ruled in the same 
ak Ton Me ' manner as an account 
payable, that is, with single lines at a point where the two sides are equal. 





Combined Cash and Credit Purchase. When merchandise is pur- 
chased from a creditor and only a part of the purchase price paid at the time 
of the purchase, the transaction is recorded in two entries, (a) one to record 
the purchase, and (b) one to record the cash paid. The first entry requires 
a debit to the Purchases account and a credit to the account with the creditor 
for the amount of the purchase. The second entry requires a debit to the 
account with the creditor and a credit to the Cash account for the amount 
of cash paid. 
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May 5. Purchased from Allen & Rogers, City, merchandise, 
$452.50; terms, cash $200.00, balance 10 days. 

The illustration at the right shows the two entries required to record 
this transaction. The first entry records the full amount of the purchase and 
the second entry the cash 
payment. When the en- 1 i ee 
tries are posted, the full / | | | 
amount of the purchase 


will appear on the credit | 


l i 
Purchasege. oe. tite ees | 452 50 | 
Allen & Rogers........... | | 452 50 
Merchandise purchased; i 
terms, cash $200; balance | | 








side of the account with 10 days. i | || | 
the creditor and the ) Allen & Rogersisn. eno see 200 | | | | 
amount of the cash on the (Op) (Umer aie te gee Cee oan 200, 


Paid cash in part pay- 


debit side; according to ment of purchase of today. 


| 
the terms, the balance will . 
be due in ten days. | 





| 
| 


| pen 

Ruling the Account with a Creditor. When the sum of the amounts 
on the debit side equals the sum of the amounts on the credit side, the account 
is 7n balance and should be ruled. The methods of ruling are the same as 
those for the customer’s account illustrated on pages 55 and 56. 


SUMMARY OF ACCOUNTS 

Account with a Creditor. The title of the account with each creditor 
is his name and address. The purpose of the account with each creditor is 
to record the transactions with him. 

To accomplish this purpose the account with a creditor is credited for the 
increases in his account, which is a liability, and debited for decreases in his 
account. The credit balance is the amount owed the creditor. The sum of all 
the credit balances to be paid to creditors is the liability accounts payable. 


The Notes Payable Account is a record of the changes in the liability 
notes payable. 

The Notes Payable account is credited for increases (face of each note) 
_and debited for decreases. 

The credit balance is the liability notes payable and agrees with the 
amount of the unpaid notes payable. 


Debits and Credits. When purchases and sales are made for cash and 
on credit, the transactions will result in changes in assets, liabilities, and pro- 
prietorship. Each transaction is recorded so as to show its effect on assets, 
liabilities, and proprietorship. 

This record is made in the following manner: 

(1) Increases in assets, decreases in liabilities, and increases in expense 
are recorded as debits in the appropriate accounts. 

(2) Decreases in assets, increases in liabilities, and increases in income 
are recorded as credits in the appropriate accounts. 
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Exercise 30, Transactions with Me 
(ORAL OR WRITTEN) 


1. May 1. M. B. Dunn, a retail shoe merchant, owned the following 
assets which he used in the operations of his business: Cash, $8,000.00; Mer- 
chandise Inventory, $1,200.00; Equipment, $500.00. He owes the Ross Shoe 
Company $300.00. State his proprietorship (a) in equation form, (b) in the 
form of a journal entry, (c) in accounts resulting from posting the journal 
entry. 


2. May 5. M. B. Dunn purchased from Ross Shoe Co. on 30 days’ time 
merchandise for $700.00. State the journal entry necessary to record this 
transaction. 


3. The entry at the right was recorded in the journal of C. H. House, a 
radio dealer. (a) Why is May 1, 19 
the Purchases account 
debited? (b) Why is the 








| Purchases eng eee ees 860 
Cross Radio Co. credited? . Cross Radio Coes ae 
(c) Why is the time men- | 

tioned in the explanation? | | | 
(d) When will this indebtedness be due? (e) How will this entry be posted? 


Bought radios on 30 
days time. 





4. The entry at the left was recorded in the journal of C. H. House, a 
| radio dealer. (a) Why is 





10 ] : 

Cross Radio Co............ | 26 (50 | the Cross Radio Co. ac- 

Purchases. if eae Meas | 2650 count debited? (b) Why 
One radio returned by : 

agreement. | is the Purchases account 

| . credited? (c) How will 





this entry be posted? = 


5. The entry at the right was recorded in the journal of C. H. House, a 
- radio dealer. (a) Why is 

the Cross Radio Co. deb- June a 

- ited? (b) Why is the 
Cash account credited? Cash... (: See 823/50 © 
(c) How will this journal Paid in full of account. 

entry be posted? 








6. Under what conditions will the account with a creditor show (a) a 
credit balance, and (b) a debit balance? 


7. If a purchase of merchandise for $75.15 is recorded in the journal as 
a debit to Purchases, $75.51, and a credit to the account with the creditor as 
$75.15, what effect will this error have on the Trial Balance if the entry is 
posted as stated? 
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Exercise 31, Transactions with Creditors 


March 1. Walter O’Connor invested $2,500 in cash in the farm imple- 
ment and garden seed business. During the month of March he completed 
the following transactions with creditors: 

1. Purchased from the Dixon Farm Implement Co., Dixon, farm implements, 
$765.50; terms, 30 days. 
5. Purchased from Mayo Seed Co., Detroit, Mdse., $285.20; terms, 10 days. 
6. Returned to the Dixon Farm Implement Co., merchandise, $85.30. 
10. Purchased from Adair Bros., Chicago, Mdse., $429.60; terms, 10 days. 
15. Gave Mayo Seed Co. a 15-day note for $285.20. 
18. Purchased from Dixon Farm Implement Co., farm implements, $472.69; 
terms, 30 days. 
20. Gave Adair Bros. $229.60 cash and a 30-day non-interest-bearing note for 
$200.00 in full for purchase of March 10. 
25. Bought from Mayo Seed Co., garden seed, $216.20; terms, 10 days. 
30. Gave Mayo Seed Co. $285.20 in payment of note due today. 


Instructions. (1) Journalize, post, and take a Trial Balance; allow 
seven lines for each account. pet 
(2) Show proprietorship through an equation in statement form similar ,, a 
to the illustration on page 63; merchandise inventory, $2,083.89. 9 oa 
| p 
Exercise 32, Recording Transactions, Posting and Trial Balance 


M. E. Stacey, a retail clothing merchant, completed the following trans- 
actions during the month of October: 
. M. E. Stacey invested cash, $2,000.00, in the clothing business. 
. Paid October rent, $100.00. 
. Purchased a stock of clothing from the Globe Clothing Co., City, $1,350.00. 
Paid $800.00 cash; balance, 30 days. 
8. Purchased from A. R. King, Clinton, merchandise, $317.65. Paid $150.00 
cash; balance, 10 days. 
10. Received $375.00 for cash sales of merchandise. 
18. Paid A. R. King $100.00 on account. 
24. Sold E. B. Moore, 305 Elm St., City, on account, one overcoat, $75.00; 
one suit, $50.00. 
28. Sold J. W. Macon, 222 Main St., City, on account, two suits, $127.50. 
29. Received $50.00 from E. B. Moore on account. 
31. Paid salaries for the month, $125.00. 


Instructions. (1) Journalize, post (allow eight lines for each account), 
prove cash (balance, $1,150.00) and take a Trial Balance. 

(2) Show present proprietorship through an equation in statement form 
similar to the illustration on page 63; merchandise inventory, $1,543.75. 

(3) Show net profit and proof of proprietorship through equations in 
statement form similar to Nos. 2 and 3 on page 42. 


Dee 
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CHAPTER VII 
INVESTMENTS AND WITHDRAWALS 


The proprietorship is increased by investments and decreased by with- 
drawals. The method of recording increases because of investments was dis- 
cussed in preceding chapters. The discussion in this chapter relates to invest- 
ments, withdrawals from investment, and withdrawals for personal use. 


Investments. The assets put into the business at the beginning and at 
any time thereafter are referred to as investment. The purpose of investments 
is to provide the assets needed in operating the business. Each investment 
results in an increase in the assets and an increase in proprietorship. 


Withdrawals. Assets taken out of the business by the owner are referred 
to as withdrawals. The usual purpose of withdrawals is compensation to 
the owner for his services rendered to the business. The owner may, however, 
withdraw assets for other reasons if desired. Each withdrawal results in a 
decrease in proprietorship and a decrease in assets no matter for what purpose 
the withdrawal is made. 


Accounts with the Proprietor. Investment and income are increases 
in proprietorship and withdrawals and expenses, decreases in proprietorship. 
Since the difference between the total income and total expenses is the net 
profit, it is necessary to record the increases and decreases in proprietorship 
so that those resulting from investments and withdrawals may be shown 
separately from those resulting from income and expenses. 

The usual plan is to record expenses and income in special accounts such as 
Expense and Sales and to record investments and withdrawals in accounts with 
the proprietor. The title of the account in which investments are recorded 
is the name of the proprietor with the word ‘Capital’, “Proprietorship”, or 
“Investment” written after it. The title of the account in which withdrawals 
in anticipation of profit are recorded is the name of the proprietor with the word 
“Drawing” or “Personal” written after it. The withdrawals recorded in the 
Drawing account are those for compensation or personal use usually referred 
to as withdrawals in anticipation of profit. Should the owner withdraw a part 
of his invested capital, this would be recorded in his Capital account. 

John Smith owns a retail grocery business. The title of the account ~ 
in which his investments are recorded is “John Smith, Capital”. The title of 
the account in which his withdrawals are recorded is “John Smith, Drawing”. 


Merchandise Withdrawn for Personal Use. When the proprietor 
takes merchandise out of stock for personal use, it is customary to record this 
at the cost price. Thus, merchandise withdrawn for personal use results in 
a decrease in the asset merchandise and a decrease in proprietorship. 
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The decrease in proprietorship is recorded as a debit to the Drawing ac- 
count with the proprietor and the decrease in assets as a credit to the Purchases 
or Sales account; the effect on proprietorship is the same with either account 
credited. When the amounts of the withdrawals are large, the Purchases account 
should be credited to avoid over-stating the sales and the cost of goods sold. 


Recording Transactions with the Proprietor. The owner receives 
credit in his Capital account for the value of the assets invested at the begin- 
ning of the business and for subsequent investments. Withdrawals from in- 
vestment are debited to his Capital account and withdrawals for personal 
use to his Drawing account. Unless the proprietor issues specific instructions 
relative to the account to debit for withdrawals, the bookkeeper will assume 

that all withdrawals are to be recorded in the Drawing account. 


January 1. A. L. Durr invested $2,500.00 in the retail 
dry goods business. 


This investment stated in equation form is: 
CasH $2500.00 = A. L. DuRR, CAPITAL $2500.00 


The illustration at the right shows the journal entry necessary to record 
this investment. The Fanuaty 1,19 
equation ‘‘Assets=Pro- ee ees ee eT 


prietorship” ‘is the: basis eS wer setae Cah te eae tee | 2500|—| . 

‘ 5 \72| Ave Durr aCapital . ee i || 2500}— 
for debits and credits. | Tiveated’ $2500.00 si || | 
Assets are on the left of | in the retail dry goods) } | 
this equation, hence the _ | business. I | 


debit to the Cash account. Proprietorship is on the right of this equation, . 
hence the credit to the proprietorship account. 


March 15. Invested cash $1500.00. 


This additional investment indicates that the $2,500.00 invested January 1 
was not sufficient capital for carrying on the business. This additional in- 
vestment is an increase in the assets and an increase in proprietorship. 


The illustration at the left shows the journal entry necessary to record 








March 15, 19 this additional imvest- 
SS maueminenlaeeee ae ment. The Cash account 
Fie Toe an 1500 — ___ is debited to record the 
72 a ee Caen as h __ | 1500'— increase in the asset cash 

| | in phos basinosi eee ' and the Capital account 


. is credited to record the 
increase in proprietorship through the investment. 


April 1. Withdrew $100.00 cash for personal use. 


The fact that this is for personal use indicates that it is to be recorded in 
the Drawing account. This transaction results in a decrease in the assets 


and a decrease in proprietorship. 


Te, BOOKKEEPING AND ACCOUNTING [Ch. 7 


The illustration at the right shows the journal entry required to record 












this decrease in assets and April 1, 19 

decrease in proprietorship. _ ob 

A. L. Durr’s Drawing ac- Te Ac DUTT. Dra wip syne | 

count is debited because 72 Gash be slut sie vara ue ae 100 |— 
: Withdrew cash for per- 

the purpose of this ac- sonal use. 


count is to contain a 
record of all of his personal drawings. The Cash account is credited to record 
the decrease in the asset cash. 


May 15. Withdrew $500.00 of invested capital. 
The information indicates that A. L. Durr wishes the withdrawal recorded ~ 











May 15, 19 in his Capital account. 
: 2 ee ob See ot _ The illustration at the left 
72 A. L. Durr, Capital........ | 500\—| | ~— shows the journal entry 
Moule we CAS irr act. ie SMe eae a . 500 ;— required to record this 


Withdrew a _ part of 
the invested capital. | 


} 
j 


withdrawal. The Capital 
account is debited to re- 
cord the decrease in proprietorship and the Cash account credited to record 
the decrease in the asset cash. 


June 30. Withdrew $200.00 cash for personal use. 








The illustration at the right shows the journal entry required to record 








this withdrawal. This June 30, 19 
withdrawal is the same ——= = ees 
: 72|A. L. Durr, Drawing....... || 200/— 
nature as the one of April 72 Caah ) See ce ee | 200 — 
1; hence the accounts . Withdrew cash for per- 
debited and credited are - sonal use. 





the same as in the entry of April 1. 


Posting Withdrawals. The accounts in the illustration at the left show 
the results of posting the 





















































CASH ; ‘ A 
a ee ee ee ee Ue ene ries meena 
| Fai i d th di 
Jan. | 1 71/2500 |—I|Apr. | 1 72| 100/— an G, Brecen me «aes 
Mar. |15|s200.00|71|1500 |—| May |15 72|| 500 — The page in the folio col- 

4000; ||\June|30 72|| 200 — ; 

| | oo] umn of each account is 

A. L. Durr, CAPITAL the page in this text on 

| Sa oe Gas aR ce which the journal entry 
May /15 fre 500 —| Jan. | 1 71 2500 — was recorded. The Capi- 
| Mar.|15 | s500.00)71 4000 — tal account shows the in-: 

4 path eee vestments, withdrawals 
gee from investments, and the 
‘Kore 14 72) 100 — | i | balance of invested capi- 
June |30 72| 200 |—|| | . | tal. The Drawing ac- 
SE Koll | | count shows the with- 

















drawals which were made in anticipation of profit. 
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A Trial Balance pre- TRIAL BALANCE, June 30, 19 
pared from the balances eee nae ——— ise al 
- | OOP TROL O UGE iam Olorcin | 3200 — 
of the accounts in the Uae IN. . Durr, Capital....... | 38500 ;|— 
ledger at the bottom of 72| A. L. Durr, Drawing...... 300) —| 
’ page 72 is shown in the heat 


emcee a a = a tO 


illustration at the right. =——— 
An equation prepared from the account balances in the Trial Balance is: 
CasH $3200.00=A. L. D. CAPITAL $3500.00—A. L. D., DRAWING $300.00 


Since the balance of the Drawing account is a decrease in proprietorship, 
the equation may be: 


CasH $3200.00=A. L. DurRR, PROPRIETORSHIP, $3200.00 





| 
| 3500 —|| 3500/— 
i 


SUMMARY 
The Capital account is a record of increases and decreases in invest- 
ment. It is credited with increases and debited with decreases. The credit 
balance shows the owner’s net investment which is his proprietorship at the 
- beginning of each fiscal period. 


The Drawing account is a record of the withdrawals for compensation 
or personal use. The Drawing account is debited for all withdrawals. The 
debit balance of the Drawing account shows the amount withdrawn by the 
proprietor. It is a decrease in proprietorship and may be regarded by the 
owner as one of the expenses of the business, but for income tax purpose the 
debit balance of the Drawing account can not be regarded as an expense. 

The method of transferring the net profit to the Capital account, and clos- 
ing the Drawing account into the Capital account is explained in Chapter IX. 


Debits and Credits. Each transaction is recorded so as to show its 
effect on assets, liabilities, proprietorship, income, and expense. This record 
is made in the following manner: 

(1) Increases in assets, decreases in liabilities, decreases in proprietorship, 
and increases in expense are recorded as debits in the appropriate accounts. 

(2) Decreases in assets, increases in liabilities, increases in proprietorship, 
and increases in income are recorded as credits in the appropriate accounts. 


Exercise 33, Accounts with the Propriskatr te 
(ORAL OR WRITTEN) 


1. You invest $500.00 in cash in a retail candy business. (a) What 
accounts are debited and credited? (b) Why? 

2. You withdraw $50.00 for personal use. What accounts are debited 
and credited? 

8. You invest an additional $500.00 in the retail candy business. (a) 
What accounts are debited and credited? (b) Why? 
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4, You take for personal use a box of candy which costs $2.50. ee 
accounts are debited and credited? 

5. June 5. J. L. Burr, a dealer in electric supplies, took for home use an 
electric fan which cost $18.75. What account may be credited? 

6. B. H. Kroger, a grocer, gave the telephone company a check for $10.00, 
$7.50 of which pays for the telephone in the store and $2.50 for the telephone 
in his home. What accounts are debited for each amount? 


Exercise 34, Capital and Drawing Accounts 


R. B. Morgan began business as a retail dealer in electrical supplies 
July 1. During the first six months of operations he made the following 
investments and withdrawals. 


July 1. Invested cash, $4,500.00. 
15. Withdrew cash, $100.00. 
27. Took from stock an electric percolator, cost price $6.50. 
Aug. 31. Withdrew cash, $300.00. 
Sept. 15. Took electrical supplies for home use, $275.50. 
Oct. 20. Invested cash, $1,000.00. 
Dec. 15. Withdrew cash $350.00. 


Instructions. Journalize, post (allow eight lines for each account) 
and take a Trial Balance. Debit all withdrawals to the Drawing account; 
credit the Purchases account for merchandise withdrawn. 


Exercise 35, Capital and Drawing Accounts 


__ The accounts below appear on the ledger of C. H. Matson, who operates 
the Royal Cafe. 


C. H. Matson, CAPITAL 








192 192 
June |30)Cash 1 600|— |||May | 1)Cash 1 || 1250;— 
Aug. | 1|Cash 2 350/— |June | 1|Cash 1 500 


Aug. |10|Cash 2 1000 | — 


C. H. Matson, DRAWING 














192 

May |10)| Merchandise 1 16|50 
31|Cas 1 75 |— 

June | 9| Merchandise 1 88)75 

July |15|Cash 2°} 100)—=) 
31} Cash 2 150|— | 





Instructions. (1) Record in the journal in the proper order the informa- 
tion shown in the accounts. Credit the Purchases account for merchandise 
withdrawn. 

(2) (a) Post to accounts with Cash (8), Purchases (5), Capital (6) and 
Drawing (7). (b) Prove cash, balance $1,475.00. (c) Prove the posting by 
a Trial Balance. 


pa 
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REVIEW 


The transactions completed by E. B. Tate, outlined in the following 
narrative and recorded in the illustrations on pages 79-82, provide a review of 
the preceding chapters. 


NARRATIVE OF MAY TRANSACTIONS 


1. E. B. Tate invested $3,500.00 in cash in the retail furniture business. 
2. Purchased from Dobbs Bros., merchandise per invoice rendered as follows: 


_DoBBs Bros. 


MANUFACTURERS OF 1 ASS TURE 


DAYTON. OHIO 


Cincinnati, Ohio 


Gash $1500 on delivery 
Bal. 20 days 


lv Living Room Suite 280.00, 
Sv Bedroom Suites 95,00 285.00” 
lv Bedrcom Suite 197.25 
S, Dining Room Suites 57,.50-- 172,50 
ly Dining Room’Suite ¢ 153,657 - 
3- Dining Room Suites 87.00 261.00 
2/ Kitchen Cabinets 27.50. 

15v Kitehen Tables "1,50 
4/ Refrigerators 16.25 - 
lv Refrigerator 
Tv Rugs, 6x9 14.76 - 
2v Riga, 9 x 12 18.25 ~ 
2, dos. Chairs E 11.75 ~ 
1~ doz. Rockers 
ly doz, Curtains 
8y- doz. Curtains 28.00— 
$~ doz. Curtains 48,00 - 

$2165.48 





This purchase invoice contains full information regarding the purchase made from Dobbs 
Bros. by E. B. Tate. The check marks indicate that the quantities billed were received and 
that the prices and extensions are correct. 


2. Paid May rent and received the receipt shown below. 








This receipt is evidence to Mr. Tate that he has paid the money and evidence to the 
bookkeeper of the reason for the payment. 
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3. Gave Dobbs Bros., check No. 1, $1,500.00, to apply on purchase of the 2d. 





UNION BANK AND TRUST Co. 13-13 
IO Ne a ee ee 


CINCINNATI, sips tags Noo te os 
Pay To THE J f a Go. Z, 0022 
ORDER OF LE OOL 


Os Fey =—"7 DOLLARS 


Ont Darstarch tive baasdirds hp 


This check was issued to Dobbs Bros. because E. B. Tate has the money on deposit 
and the bank will pay it to Dobbs Bros. E. B. Tate retains the stub as a record of the 
check. The method of keeping a record of the transaction with the bank because of depos- 
its and checks is explained in a subsequent chapter. 


5. Sold A. T. Miller, 1214 Walnut St., City, terms on account*, merchandise, 
sales ticket No. 1. 


Amt this Check 
Baicard ford 





‘hg 0-2 006060000200 008552 FS00 0004240030 00008) 





SALES TICKET 
FURNITURE CARPETS 
E. B. TATE 


CINCINNATI, O. 


No. i] DAT e_ Mays, 192 == 
aR ; 
Salgramee near ia oN pea ee 








This sales ticket is the result of the sale made to A. T. Miller. It is customary for 
the retail merchant to prepare a sales ticket for each sale. The sales tickets for charge 
sales are usually made in duplicate, one copy being wrapped with the goods and the other 
retained as a part of the bookkeeping records. These sales tickets are numbered consecutively 
and each one must be accounted for. If a description of the items is desired at any time, 
the sales ticket may be easily located by number. The explanation in the journal is ‘Sales 
ticket No. 1”. Cash sales may be recorded by means of a cash register or on sales tickets 
in the same manner as charge sales. 


9. E. B. Tate took for personal use, one velvet rug which cost $50.00. 


*Terms ‘fon account’’ mean no special terms, that is, collection on the first of the 
month following date of the sale. 
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Il. Sold C. A. Adams, 932 Day St., City).30 days, merchandise per sales 
ticket No. 2, $118.50. 


The sales ticket was the same form as sales ticket No. 1. 


12. Purchased from the Grant Manufacturing Company, 420 Spring St., 
City, 30 days, merchandise, invoice dated May 11, $1,162.90. 


The purchases invoice was similar to the one received from Dobbs Bros. 


15. Sold James B. Fall, 617 Davis Ave., City, on account, merchandise, 
sales ticket No. 3, $247.50. 


16. E. B. Tate took $100.00 in cash for personal use P¢% 7 7** 

18. Cash sales of furniture and draperies, $562.75. 

20. Gave Dobbs Bros. $365.42 in cash to apa on account. 

22. Sold A. T. Miller, City, on account, merchandise, sale No. 4, $118.50. 


\ 
23. Received $100.00 in cash from James B. Fall to apply on account. Issued 
a receipt as follows: 


| Pebivad ee 8 ao cae = 


i S002. ERR DASE) DE a IS, 


This receipt was issued by E. B. Tate as an acknowledgment of the cash received. 
He has retained on the stub the same information as is on the receipt. The receipt will 
be detached from the stub and given to James B. Fall. The stub is bound in a book where 
it will be retained permanently. The information for the bookkeeping records will be from 
the receipt stub, hence, the explanation in the journal ‘“‘Received cash per receipt No. 1’. 


26. Sold C. A. Adams, City, 60 days, merchandise, sale No. 5, $159.00. 
27. Received check for $100.00 from A. T. Miller to apply on account. 


























Le ee ae 
Sie lntrul rast Company ae 
| Qoetlhcvuleof EAB! Sones 
On Dhndied WY a Vilas? 
— LY Wihlas 


E. B. Tate regards this check as cash flees A. T. Miller has the money on deposit 
in the bank and the bank will pay it to E. B. Tate or his order. 
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27. Gave Dobbs Bros. the note shown below in payment for balance due on 
purchase of May 2. 


jay ite 
ale 
Ps H 


u 
HN 


i 
i 


i 


Payable at 


In favor of Dilla Powads H : i 


Interest _——_.% trom 





Mr. Tate still owes Dobbs Bros. $300.00, but it is now in the form of a written promise 
to pay this amount within thirty days. The stub is bound in a book where it is retained 
permanently. It shows the same information as the note so that when the note is detached 
and given to Dobbs Bros. the bookkeeping record may be made from the stub. 


. 


29. Purchased from Dobbs Bros., City, terms, 60 days, merchandise, invoice’ 
dated May 27, $1,407.95. 


29. Received the note illustrated below from James B. Fall in full of balance 
due on sale of May 15. 


ee A 


DS  Loyalal 
Viltercccived wih inlevesl al = yf, 





This note was prepared by James B. Fall and removed from a stub similar to the one 
shown under the transaction of May. 27. This note is one of E. B. Tate’s assets. 


31. Paid cash, $125.00, clerk’s salary for the month. 
- 81. A count of the cash showed $2,089.00 on hand. 


The transactions completed by EH. B. Tate during the month of May are 
shown recorded in the journal, Illustration 8, pages 79 and 80, and posted to 
the ledger, Illustration 9, pages 81 and 82. 
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Illustration 8, Journal, Page 79 
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Illustration 8, Journal, Page 80 
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Illustration 9, Ledger, Page 82. 
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Trial Balance. [Illustration 10 below shows the account balances on 
the ledger, Illustration 9, pages 81 and 82. The numbers at the left of the. 
account titles are the pages in the ledger. 
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Illustration 10, Trial Balance 


Statement of Account. It is customary with merchants to render a 
statement to each charge customer on the first of the month. One of the 
statements below was mailed to A. T. Miller by E. B. Tate and the other one 
was mailed to E. B. Tate by the Grant Manufacturing Co. 
















ee 
eee STATEMENT 
aan cincinnati, onro__dune 1, 19 


EB. TATE 


FURNITURE 
AND CARPETS 


CINCINNAT!,O., Zanes sg 
ZQ : 
‘SE EVE SSS eo) as eS i 


GRANT MANUFACTURING COMPANY 


420 SPRING STREET 
Manufacturers of High Grade Furniture 


Mr, BE, B. Tate 
__.515 Vain St., City 


To 

















CHARGES 











Lay ]OSE, PER BILL RENDERED. 


116290 





The statement at the left agrees with A. T. Miller’s account in the ledger on page 81, 
and the statement at the right, with Grant Manufacturing Company’s account on page 82. 
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Exercise 36, Business Forms 


(ORAL OR WRITTEN) 


1. What does a purchase invoice represent? 

2. What entry is made in the journal for a purchase invoice on which the 
terms are ‘30 days’? 

. What does a sales ticket represent? 


. What entry is required to record a transaction represented by a sales 
ticket with no stated terms, that is, ‘‘on account’’? 


. What is the purpose of (a) a receipt? (b) a receipt stub? 

. What account is credited by the one who receives a receipt? 

. What account is debited by the one who issues the receipt? 

. What is the purpose of (a) a check? (b) a check stub? 

. What account is debited by the one who receives a check? 

10. What account is credited by the one who issues the check? 

11. What is the purpose of a statement of account? 

12. Will the account on the ledger of the one who receives a statement show 
a debit or credit balance? 

18. Will the account on the ledger of the one who sends a statement show 
a debit or a credit balance? 

14. “Invested $1,000.00 in the retail toy business.”’ How will this transaction 
be recorded in the journal using the current date and your name? 

15. The assets, liabilities and proprietorship of G. Daws on July 1 are stated 

in the equation below: 


wm 09 


© CONS OK 


Cash $500.00 C.L.Joy $100.00 G. Daws, Capital $650.00 
James Allen 100.00 NotesPay. 200.00 G. Daws, Drawing — 50.00 
Equipment 300 .00 

Assets $900 .00 —Liab. $300.00 =G. Daws, Pres.Cap. $600.00 


How can these facts be expressed in account form? 


‘ 


Exercise 37, Recording Transactions, Posting and Tria! Balance 


July 1. E. B. Mann began a retail paint and varnish business with a © 
cash capital of $1,500.00. During July he completed the following transac- 
tions; unless otherwise stated, the terms on sales are ‘‘on account”. 


1. Paid $90.00 for July rent. 1 

2. Bought from A. L. Durr, City, merchandise for $516.50. Paid $300.00, 
balance to be paid within 10 days. 

5. Sold J. A. Taylor, 22 Poplar St., one 5-gallon pail cream ae at $2.40 
a gallon; ten 1-gallon cans French gray at $2.35 a gallon. 

6. Received $327.50 for cash sales of paint. 
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8. Bought from Johnson Paint Company, City, merchandise for $475.50, 
terms 10 days. 


9. Sold O. B. Joy, 215 Center St., 10 gallons green paint at $2.50; 5 gallons 
pearl gray at $2.45; 5 gallons red paint at $3.25; 5 gallons varnish at 
$4.50. Received cash $25.00, balance 30 days. 


10. Sold J. A. Taylor, 4 gallons varnish at $4.50; 5 gallons floor paint at $2.40. 
12. Gave A. L. Durr a 20-day note for $216.50 in full of account. 
12. Received $204.50 for cash sales. 
15. Paid clerk $35.00, salary for first half of nae 

Instructions. (a) Record each of these transactions in the journal. (b) 
Open accounts with Cash (10), Notes Receivable (4), J. A. Taylor (5), O. B. 
Joy (4), J. C. Martin (4), Notes Payable (5), A. L. Durr (5), Johnson Paint 
Company (6), E. B. Mann, Capital (4), E. B. Mann, Drawing (5), Sales (12), 


Purchases (8) and Expense (5). (c) Post the journal entries. (d) Prove cash, 
balance $1,632.00. .(e) Take a Trial Balance. 


Exercise 38, Recording Transactions, Posting and Trial Balance 


July 16-31, E. B. Mann completed the following transactions: 


16. E. B. Mann took 5 gallons of paint from stock for use at his home, cost, 
$1.95 per gallon. (Credit Purchases account). 


18. Purchased from A. L. Durr, merchandise for $327.50. 


18. Gave Johnson: Paint Company note for $300.00 due in 30 days and cash 
$175.50 in full for purchase of the 8th. 


20. Received $186.50 for cash sales of merchandise to date. 

23. Received a note due in 10 days from J. A. Taylor for $65.50 in full for sales 
of the 5th and 10th. 

24. Sold J. C. Martin, 527 Spring St., City, 10 gallons porch paint at $2.15; 
10 gallons calcimine at $1.40; 2 gallons auto enamel at $3.75. 

26. J. C. Martin returned 2 gallons of the porch paint sold him on the 24th. 

98. Purchased from the Johnson Paint Company, merchandise for $265.50, 
terms 30 days. 

30. E. B. Mann took cash, $100.00, for personal use. 

31. Received $275.25 for cash sales to date. 

81. Paid clerk $35.00, salary for last half of July. 


Instructions. (a) Record each of these transactions in the journal. 
(b) Post to the same accounts as in the preceding exercise. (c) Prove cash, 
balance $1,783.25. (d) Take a Trial Balance. (e) Show the present proprie- 
torship, net profit and proof of proprietorship in equation form; merchandise 
inventory, $796.80. 


CHAPTER VIII 
BALANCE SHEET AND PROFIT AND LOSS STATEMENT 


The method of ascertaining the present proprietorship and net profit 
after recording a group of transactions has been previously explained and 
illustrated. The discussion in this chapter relates to the written reports prepared 
for the owner at the close of a fiscal period. 


Fiscal Period. The owner of a business will want to know from time 
to time the results of operating the business because he has invested cash or 
other assets for the purpose of making a profit, that is, increasing the amount 
of the proprietorship. Since the federal government requires a report of 
annual income for income tax purposes, the owner must ascertain the net 
profit or net loss at least once each year. If the nature of the business is 
such that the net profit should be ascertained more often, it may be secured 
monthly, quarterly, or semi-annually. The term fiscal period is used in book- 
keeping to describe the period for which the profit is ascertained. 

A monthly fiscal period is a period of operations for one month; it usually begins with 
the first transaction on the first day of the month and ends with the last transaction on the 
last day of the month. A yearly fiscal period includes the operations for twelve successive 
months; it usually begins with the first day of the first month and ends with the last day 
of the twelfth month. A calendar year is a fiscal period of twelve months which begins with 


January 1. A fiscal year is a fiscal period of twelve months; it may or may not coincide 
with the calendar year. 


Merchandise Inventory. The value of the unsold merchandise is ascer- 
tained by taking stock. The method of taking stock and listing the merchan- 
dise in order to ascertain the value of the merchandise on hand is explained 
and illustrated on page 87. The value of the merchandise remaining unsold 
and a list of this merchandise are each referred to as the merchandise inventory. 

When the cost of merchandise sold is not recorded at the time each sale 
is made, it is necessary to record the cost of all sales in one amount at the 
close of the fiscal period. When all the merchandise purchased has been sold, 
the debit balance of the Purchases account shows the cost of sales. When all 
the merchandise has not been sold, the balance of the Purchases account will 
include two things, (1) the cost value of the merchandise sold, and (2) the 
asset value of the merchandise in stock. When the value of the merchandise 
inventory is known, the cost of sales may be ascertained by subtracting the 
inventory from the balance of the Purchases account. 

When the cost price of each article sold is not recorded separately as sales are made, 
the inventory can be proved by a supplementary record of the number of units of each kind 
of merchandise bought and sold. Thus, if a shoe merchant purchased 100 pairs of shoes of a 
given style as shown by the purchases invoices and sold 60 pairs of the same style as-shown 
by the sales tickets, he will know that there should be 40 pairs of this style on hand. Ifa 


count shows only 38 pairs in stock and the other two cannot be located, he will know that 
they have been stolen or that sales have not been recorded. . 
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"The value of the merchandise in stock may be ascertained at any time 
but must be known at E. B. TATE 


the close of the fiscal MERCHANDISE INVENTORY, May 31, 19 
< period. The illustration Sa Sar FS meena na" Pa RE A EY 


a SS STE 











at the right shows a list | 3 Bedroom Suites................. 95.50 | 286150 
of merchandise remaining 2 Bedroom Suitesiin. 4... -..0. 405. 112.75 |; 225150 
1 | Bedroom Suite,........2.....111/197.25 || 197/26 
a stock after the pur- 4 pane ae Seek oe ee 57.50 | 230 |— 
chases and ning ROOM SuItes.4.0. 0... 054 87.00 |} 261j— 
. i‘ ee sales recorded 2 | Dining Room Suites;........<.... 00E25 | 218/50 
in the ledger of E. B. Hees oe ee ate eines 27 .50 | 275 | — 
Tate itehen: Tables'y..$0, afs0.. 44.0.0 1.50 FH 
» pages 81 and 82 9 | Refrigerators Ete ran oy Soe 16.25 || 146125 
have ; been completed WOU Being eratorg 1 ect. 2 onlatm, Moges: 22.50 || 157 50 
This information was ob- ) 38 IRehigerators,, a eee ee ee 47.00 ] 141'— 
Paned|. by : 16 ISSR one es SEED ea See 9.50 i 152 |— 
cas y counting the : Bie RS eae hae em he 14.76 | 118/08 
7 wee UGS. Sines? caw ae. ote Go her 18.25 54/75 
Sad andise and Sune Ph Dor Chala, pcs. .s) 4s acedes. 750 | 90 /|— 
t number of units of ? re ee i hich eben PR eae 11.75 || 58175 
e ; OZ AILS Sater Poees see 16.00 |} 64|— 
ach kind a stock at the x6 | Doz Rockers tiene tac eo 18.00 | _90/— 
cost price. It is quite | pee Rockers Ae See 33.00 || 182|— 
< S i" OZ Rockershs 82... staked si eeae 55.00 || 165/— 
evident that if three bed Bi Daz, Curtelna areca Skee. 18.50 | 388/50 
room suites cost $95.59 & Doz. Curtain Rods:............+. 500 | 21/24 
Hi Doz Curtainss.e, foe sete ae 28.00 || 308);— 

each, the total asset value ("5 Ho7° Curtains ajar: 48.00 || 240|— 

of three is $286.50. The 

total, $4,047.82, is the _! |_| Value of merchandise on hand... ‘aos 7/82 82 


asset value of the mer- 


‘ste ea ee Illustration 11, Merchandise Inventory 


J 
*Market price may be used under certain conditions as will be explained in a subse- 
quent chapter. 


Exercise 39, Fiscal Period 
(ORAL OR WRITTEN) 


1. C. H. Rogers began business July 1, continued operation through the 
succeeding twelve months, and at the end of that time took stock to 
ascertain the profit. (a) On what day of what month would the period 
of operation close? (b) Was the period a fiscal year or a calendar year? 


2. W. A. Lott began business March 1. If he wishes to regard each month 
as a fiscal period, (a) when will the first fiscal period end? (b) when 
will the second fiscal period begin? (c) On what date will the annual 
fiscal period close? 


3. W. L. Bird began business July 1. (a) When will the first fiscal year 
close? (b) Should W. L. Bird wish to change to a calendar year basis, 
when would the next fiscal period end? 


4, W.J. Ward began business May 1. He wishes to regard each three months 
as a fiscal period. When does (a) the first fiscal period end? (b) the 
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second fiscal period begin and end? (c) the third fiscal period begin 
and end? (d) the fourth fiscal period begin and end? 


. June 30, the stock-taking day, L. A. Joy, a retail clothing merchant, had 


in stock 16 1 dozen shirts which cost $15.00 per dozen. At whet value 
were these shirts listed on the inventory? 


. At the close of the fiscal period, June 30, Robert Ward, a retail grocer, had 


in stock 1 barrel of sugar, 320 pounds, which cost $5.50 per hundred 
pounds. At what value would this sugar be stated on the inventory? 


. The debit balance of the Purchases account is $12,500.00, the credit bal- 


ance of the Sales account $11,800.00, and the value of the merchandise 
in stock at the close of the fiscal period $4,300.00. (a) What was the 
cost of the merchandise sold? (b) What was the profit made by selling 
this merchandise? 


. D. L. Ray, a retail shoe merchant, paid $550.00 for 100 pairs of shoes at 


$5.50 per pair. At the close of the fiscal period, June 30, 63 pairs of 
these shoes remained unsold. At what value will each of these 63 pairs 
of shoes be listed on the inventory? 


Exercise 40, Merchandise Inventory 


C. H. Underwood, a dealer in office furniture, had the following mer- 


chandise in stock at the close of the fiscal period, May 31: 


8 typewriter desks, cost $65.00 each. 

5 used typewriters, cost $52.50 each. 

8 chairs, cost $4.80 each. 

3 flat top desks, cost $27.85 each. 

14 looseleaf ledgers, cost $11.50 each. 

32 sections No. 9 filing cases, cost $5.35 each. 
5 No. 12 filing cases, cost $6.40 each. 

250 dozen No. 486 pencils, cost 70c per dozen. 
8 dozen rulers, cost $1.75 per dozen. 

50 dozen pen points, cost 32c per dozen. 


Instructions. Prepare an inventory of this merchandise similar in form 


to the illustration on page 87. 


REPORTS , 


At the close of a fiscal period, it is customary to report to the owner the 


value of the assets, the amount of the liabilities, the present proprietorship, 
and the net profit or loss resulting from the transactions completed during 
the fiscal period. The written report containing a list of the assets, liabilities, 
and the present proprietorship is known as the Balance Sheet. The report 
containing a list of the increases (income) or decreases (expense) in proprie- 
torship and the net profit or loss is known as the Profit and Loss Statement. 
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Preliminary Work. Before preparing the Balance Sheet and Profit 
and Loss Statement, it is customary to ascertain the present capital which 
will be shown on the Balance Sheet, and the net profit which will be shown 
on the Profit and Loss Statement, and to prove that each is correct. The 
equations discussed and illustrated in previous chapters may be used for this — 
purpose. The Working Sheet, however, is a more convenient form for securing 
the desired information. When the present capital and net profit are known, 
the Balance Sheet and Profit and Loss Statement may be prepared with the 
assurance that the information stated in each is correct. 


Working Sheet. An extended form of the Trial Balance similar to 
the illustration below is referred to as a Working Sheet. The purpose of the 
six columns at the right of the two columns for the Trial Balance is indicated 
by the titles of the columns. 





































CGE Gases 
LYrorteereg Lbcct. Pay 3¢ ard 
a et ee 
3 i a eae PELE iil Trititiiih init 
i T | | | i [ 
(Aaah, Pas | | | aera + . | | | 
Pee LZ JAZ SO) | ! | | | 74 59) | | i | 
ae - i Ca | 1 
(7. | 2) ae | . i i aro 
LA. ic Llar | acre | | at iL | 
OQ, Chained | 27750 | | L277ePl { ae 
Dtetetean Aetebruen tery, 4 VOUT ET 2 | 
} 300 + | 
| 





| 
| 1 aio 7 
ane 7° 















































Illustration 12, Working Sheet 


The method of preparing the Working Sheet is described briefly in the 
following paragraphs: 

(1) The Trial Balance is copied on the Working Sheet form. The mer- 
chandise inventory is entered in the Adjustments Dr., column on a line with 
Merchandise Inventory to indicate addition, and in the Adjustments Cr., 
column on a line with Purchases to indicate subtraction; the merchandise 
inventory is subtracted from the Purchases account and added to the Mer- 
chandise Inventory account to record the cost of sales and the merchan- 
dise inventory. 
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(2) The first four account balances on the Trial Balance are assets, 
hence each balance is extended into the Assets column. 

(8) The merchandise inventory entered in the Adjustments Dr. column 
is an asset, hence is extended into the Assets column. 

(4) The next three account balances are liabilities, hence each balance 
is extended into the Liabilities column. 

(5) The balance of the Capital account less the balance of the Drawing 
account is the net investment (page 73), hence is extended into the Capital 
column. 

(6) The balance of the Sales account is an income, hence is extended 
into the Income column. The difference between the Purchases account and 
the amount entered in the Adjustments Cr. column is the cost of sales, hence 
is extended into the Costs column. The balance of the Expense account is 
extended into the Expense column. 

(7) Each of the four columns is added. The difference between the 
total assets and sum of the Jiabilities and invested capital is the net profit 
(page 63). The difference between the income and the expense is the net 
profit (page 51). The net profit in both cases should be the same. 

The facts obtained from adding the columns expressed in the form of the 
three equations used in previous chapters for ascertaining proprietorship and 
profit are: 


ASSETS $6779.07 = LIABILITIES $2870.85-+ PROPRIETORSHIP $3908.22 
INCOME $1405.00 EXPENSES $846.78 =NET PROFIT $558.22 


NET INVESTMENT $3350.00-++NET PROFIT $558.22 =PRESENT CAPITAL 
$3908.22 


Balance Sheet. A formal written report of assets, liabilities and pro- 
prietorship is referred to as a Balance Sheet, Financial Statement, or State- 
ment of Assets and Liabilities. The Balance Sheet contains the following 
information: 

(1) The title which is the name of the owner, the name of the. ces 
and the date. 

(2) The name and amount of each pacet and the total assets. 

(8) The name and amount of each liability and the total liabilities. 

(4) The proprietorship. 


The Balance Sheet may be prepared at any time the value of ie mer- 
chandise inventory is known but is usually prepared only at the close of the 
fiscal period. It is prepared in either the account form or report form as illus- 
trated on page 91. The Balance Sheet columns of the Working Sheet or the 
balances of the asset and liability accounts and the merchandise inventory 
provide a basis for the information shown on the Balance Sheet. 

The information given on a Balance Sheet shows the condition of the 
business only on the date of the Balance Sheet. In other words, it shows the 
financial condition on a definite date. 
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Illustration 13 below is a Balance Sheet in account form prepared from 
the Balance Sheet columns of the Working Sheet, Illustration 12. The totals 
stated in equation form are: 


ASSETS $6,779.07 = LIABILITIES $2,870.85+E. B. TATE, CAPITAL $3,908.22 
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Illustration 14 shows a Balance Sheet containing the same facts as Illus- 
tration 138, prepared in report form. The totals in equation form are: 
ASSETS $6,779.07 — LIABILITIES $2,870.85=E. B. TATE, CAPITAL $3,908.22 
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Illustration 14, Balance Sheet in Report Form 
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Profit and Loss Statement. A formal written report of income, ex- 
penses and net profit is referred to as a Profit and Loss Statement, Income 
and Expense Statement, Statement of Income and Expenses, or Loss and Gain 
Statement. The Profit and Loss Statement contains the following information: 

(1) The title which is the name of the owner, the name of the report and 
the period to which it is applicable. 

(2) The sales, cost of merchandise sold, and gross profit on sales. 

(3) The expenses. 

(4) The net profit. 

The Profit and Loss Statement may be prepared at any time the cost of 
merchandise sold is known but it is usually prepared only at the close of the 
fiscal period. It is usually prepared only in one form as illustrated below. The 
Profit and Loss Statement columns of the Working Sheet, or the Purchases, 
Sales, and Expense accounts and the merchandise inventory provide a basis for 
the information shown on the Profit and Loss Statement. 

The Profit and Loss Statement shows the net profit for a specific period 
of time, hence the title should indicate the beginning and closing dates of 
this period. In other words, the Profit and Loss Statement shows the net 
profit resulting from operating the business during a definite period of time. 
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Illustration 15, Profit and Loss Statement 


The above illustration shows a Profit and Loss Statement prepared from 
the Profit and Loss columns of the Working Sheet, Illustration 12. The 
information is similar to that in previous equations in statement form used to 
ascertain cost of sales, profit on sales and net profit. 

The balance of the Purchases account less the merchandise inventory 
is the cost of sales. The profit on sales is the difference between the balance 
of the Sales account and the cost of merchandise sold. The net profit is the 

difference between the profiton-sales and the expenses. 
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Analysis of Proprietorship. Should the owner wish to know the net 
amount of assets invested in the business and the net amount of assets with- 
drawn for personal use during the fiscal period, this information may be pro- 
vided from the balances of the Capital and Drawing accounts and proved to 
be correct by the addition of the net profit or subtraction of the net loss. The 
illustration at the right shows the method of preparing this analysis from 
the balances of the Capi- 
tal and Drawing ac- Analysis of Proprietorship: 


E..B. Tate, Investment............ Ae 
counts shown on the  £.B. Tate, Drawing: Pee ee 
aie Balan ; Neeerone a ene hese. ces $558 .22 
Trial Balance, Illustra Withdrawals..............., 150.00 408.22 


tion 10, and the net 
profit on the Working 
Sheet. The net profit less the withdrawals is added to the investment to 
ascertain present capital, that is, present proprietorship. 





ipresente@ apital sce cate ees oad $3908 .22 


SUMMARY - 


Hach transaction completed during the fiscal period is recorded so as 
to show its effect on assets, liabilities and proprietorship.* At the close of the 
fiscal period the net profit and present proprietorship are ascertained from 
the Triai Balance and the merchandise inventory through the Working Sheet 
which is an extended form of the Trial Balance. The Balance Sheet and 
Profit and Loss Statement are two separate written reports submitted to the 
owner of the business at the close of the fiscal period. The two reports are 
submitted to the owner at the same time, hence the bookkeeper may prepare 
either report first. 

The Balance Sheet shows the condition of the business at the close of a 
fiscal period. It contains (a) the name of the owner, the title of the report and 
date, (b) list of the assets with the total, (c) list of the liabilities with the total, 
and (d) the proprietorship. 

The account form shows the sum of the assets equaling the sum of the 
liabilities plus the proprietorship. The report form shows the sum of the assets 
minus the sum of the liabilities equaling the proprietorship. 

The Profit and Loss Statement shows full information regarding the net 
profit or loss for a definite period. It contains (a) the name of the owner, 
title of the report and period to which the report is applicable, (b) sales, (c) 
cost of merchandise sold, (d) profit on sales, (e) expense, and (f) net profit. 

The Working Sheet is only a convenient form used for ascertaining the 
net profit and present proprietorship preparatory to preparing the Balance 
Sheet and Profit and Loss Statement. If the Working Sheet is not used, the 
Balance Sheet and Profit and Loss Statements are prepared from the account 
balances on the Trial Balance and the merchandise inventory. The correct- 
ness of each is proved through an analysis of proprietorship. 


*When the cost of merchandise sold is not recorded in each sale, the amount of the sale 
is recorded in the Sales account, and the total cost of all merchandise soid is recorded in 
one amount at the close of the fiscal period, 
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Exercise 41, Interpretation of Accounts 
(ORAL OR WRITTEN) 


1. (a) What is the balance of the account in the illustration at the 
right? (b) Isit an 








asset or a liability? eee oe le 
(ec) Will it appearon 19 19 

fs : 3 Oe 
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of a Balance Sheet 23 5 8/20 
in account form? 


2. (2) What is the balance of the account at the left? (b) How may . 
it be proved to be 
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3. (a) What is the balance of the account at the right? (b) Is it an asset 
or a liability? (c) Will 
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in account form? 


4, (a) What is the balance of the account at theleft? Under what con- 
ditions is the balance 








PURCHASES (b) an asset? (ce) 

“19 . a cost? (d) both an 
M A 1 || 198] 75 

ie 5 2 || 431] 50 asset and a cost? (e) 

16 3|| 587 | 61 Under what titles 


and on what reports 
will the asset and the cost be shown? 
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5. (a) What is the balance of the account at the right? (b) Is it an asset 
or a liability? (c) Will 
it appear on the left 
or right side of a Bal- May | | | | 
ance Sheet prepared 
in account form? 
6. (a) What is the balance of the account at the left? (b) Is it an asset 
or a liability? (c) Will 
NoTES PAYABLE it appear on the left 
or right side of a Bal- 
| | | | ance Sheet prepared 
in account form? 
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7. The debit balance of the Expense account is $184.00. Will this be 
shown on the Balance Sheet or Profit and Loss Statement? 


8. What information will the bookkeeper need in addition to the Trial 
Balance for preparing the Balance Sheet and Profit and Loss Statement? 


9. How are the assets, liabilities, and proprietorship arranged on the 
Balance Sheet in which assets =liabilities+-proprietorship? 


10. How are the assets, liabilities, and proprietorship arranged when the 
Balance Sheet shows the information as assets —liabilities = proprietorship? 


11. Is there any difference in the facts presented by the account form 
and report form of the Balance Sheet? 


12. Total assets, $42,500.00; total liabilities, $15,700.00. What is the 
proprietorship? 

13. What period of time is represented by a Balance Sheet? 

14, State the title of a Balance Sheet prepared for G. A. Craft, July 31 
of the current year. 


15. What period of time is covered by a Profit and Loss Statement? 
16. State the title of a Profit and Loss Statement prepared for G. A. 
Craft, July 31, for an annual fiscal period. 


? 
= 


- Exercise 42, Working Sheet and Reports 


The Trial Balance below shows the account balances resulting from trans- 
actions completed by J. C. Parsons, a retail merchant, during the month of 
March. The merchandise on hand at the close of business, March 31, is given 
below the Trial Balance. Prepare a Working Sheet, a Balance Sheet in report 
form showing the present proprietorship, and a Profit and Loss Statement 
showing the net profit for March. 


J.C. PARSONS 
TRIAL BALANCE, March 81,19 
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Exercise 43, Balance Sheet and Profit and Loss Statement 


From the facts given in the Working Sheet below, prepare a Balance 
Sheet in report form as in Illustration 14 and a Profit and Loss Statement 
as in Illustration 15. 






















































































S. H. ROSS 
WoRKING SHEET, February 28, 19 
Trial Balance Adjustment Balance Sheet || Profit and Loss 
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Exercise 44, Working Sheet and Reports 


The Trial Balance below shows the account balances on the ledger of 
Walter Green, a retail merchant at the close of the annual fiscal period, Decem- 
ber 31 of the current year. Prepare a Working Sheet, Balance Sheet (in report 
form) and Profit and Loss Statement. 


WALTER GREEN 
TRIAL BALANCE, December 31, 19 
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CHAPTER IX 
CLOSING THE LEDGER 


When the income and expenses are recorded as increases and decreases 
in the owner’s capital account as in Chapter I, the balance of this account will 
show proprietorship. When the income and expenses are recorded in accounts 
with Sales, Purchases, and Expense, it is necessary at the close of each fiscal 
period to close the income and expense accounts into the proprietor’s account. 
The process of closing the income and expense accounts is explained and 
illustrated in this chapter. 


Closing the Ledger. The process of transferring the net profit or net 
loss shown by the Profit and Loss Statement to the owner’s Capital account 
is referred to as closing the ledger. The ledger is closed at the end of each 
fiscal period. 

The process of closing the ledger requires the following: 

(1) An entry to adjust the Purchases account so that its balance will 
' show the cost of merchandise sold. 

(2) An entry to transfer the balance of each income and expense account 
to a summary account the title of which is Profit and Loss Summary. 

(8) An entry to transfer the balance of the Profit and Loss Summary 
account (net profit or loss) to the account or accounts with the owner. 

The entries to adjust and transfer account balances are made in the 
journal. When these entries have been posted and the accounts that balance 
ruled, the ledger 1s closed. The only open accounts after the ledger is closed 
are the asset, liability and capital accounts; these accounts are shown on the 
Balance Sheet. 


Closing Entries. The Working Sheet is usually used as a guide for 
making the entries necessary to close the ledger. The closing entries are made 
in the same order as the accounts to be closed appear on the Working Sheet. 
This is usually in the order outlined in the preceding paragraphs. 


Method of Closing the E. B. Tate Ledger. Since closing the ledger 
requires transferring the balance of one account to another, the process can 
best be understood from illustrations showing the account balances, the trans- 
fer entries and the results of posting these entries. The discussion and illus- 
trations in the following paragraphs relate to the ledger of E. B. Tate on 
pages 81 and 82. The entries are made in the same order as the adjustments 
and income and expenses appear in the Adjustments and Profit and Loss State- 
ment columns: on the Working Sheet, page 89. 
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Entry to Adjust the Purchases Account. The balance of the Pur- 
chases account including the beginning merchandise inventory shows the total 
purchases during the fiscal period. This balance is the cost of merchandise sold 
if there is no closing merchandise inventory. When there is such an inventory, 
the cost of merchandise sold is the difference between the balance of the Pur- 
chases account and the closing merchandise inventory. 

In order to show in the Purchases account the cost of sales, the mer- 
chandise inventory is transferred from the Purchases account to the Mer- 
chandise Inventory account. The transfer is made by subtracting the inven- 
tory from Purchases (this is accomplished by crediting the Purchases account) 
and adding it to the Merchandise Inventory account (this is accomplished by 
debiting the Merchandise Inventory account). When this entry is posted 
the balance of the Purchases account which heretofore has shown two things 
will show only one, that is, the cost of merchandise sold, and the balance of the 
Merchandise Inventory account will show the value of the asset merchandise. 

The illustration at the right shows (a) the Purchases account as it appears 
in the ledger on page 


















































: PURCHASES a De 

the journal to record May 2 79/2165 42) May | 9 79|| 50| — 
h rchandise in- 79) 1162 |90) 
Meemerc < 29| 4686.27 |80)|1407 95]| 
ventory, and (c) the 4736 27) | 
accounts in the ledg- May 31.19 Page 81*_ 
er after this entry == 
has been posted. 81] Merchandise Inventory........ 4047 |82 

The balance of 82 Purchasesigecn 4 aie eee ae 4047) 82 

; To record the merchandise 

the Merchandise In- | inventory. 
ventory account now 
shows the asset value MERCHANDISE INVENTORY 
Gietbe =merchandises ja: 1 |. a= Wish i) 
on hand and the bal- May (31 81/4047 82 | | 
ance of the Pur- . . 
chases account, the _ _____ PURCHASES 
peel aing ae M 2 79||2165 wollte 9 9}; 50 

: 6 ay day a 
sold; “Inven.” 12 791162 |90, 31 Inven. 81|4047/82 
in the explanation 29| 4686.27|80||1407 |95|| 4997) 82 
column of the Pur- 688.45|  ||4736 (27) 











chases account explains the entry. Since the amount recorded in the Mer- 
chandise Inventory account is the value of the inventory, it is not necessary 
to write ‘‘Purchases’’ in the explanation column. 

The next entry in the process of closing the ledger is to transfer the bal- 
ance of the Sales account to the Profit and Loss Summary account. 


To Close the Sales Account. The credit balance of the Sales account 
shows the income from sales. It is transferred to the Profit and Loss Sum- 


*The preceding journal entries were recorded on pages 79 and 80 of this text, hence 
“81” is used as the next page in the journal. 
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mary account. The transfer of the credit balance of the Sales account to 
the. Profit and Loss Summary account is accomplished by subtracting the 
balance from the Sales account and adding it to the Profit and Loss Sum- 
mary account. The subtraction is accomplished by a debit to the Sales 
account and the addition by a credit to the Profit and Loss Summary account. 

The illustration at the right shows (a) the Sales account as it appears 
in the ledger on page 







































































82, (b) the journal _ SALES 
entry necessary to _Seecie sare 4 ae ae 
transfer the balance [May | 5 79|| 198/75 
iit 79}| 118) 50 

of the Sales account 15 79|| 247| 60 
to the Profit and ce es a . 
Loss Summary ac- 26 80, 159|— 
count, and (c) the ac- 1405) — 
counts after this en- | 
try is posted. 31 

When the jour- —_(83| *"Prsat und Toss Summary, ...,| 108 — 1405 — 
nal entry is posted, To close the Sales account. || | 
the Sales account is | 
in balance and is é SALES RP 
ruled. The credit 19 Pe Beer Richie \eemame Ls al eaten 
balance of the Sales Mey |'1/ P-an’l. (1) Saieeey ee at ee 
account, $1,405.00, is i 15 79/|| 247| 50 
now recorded on the | 18. 50| oc A 
credit side of the Ie. ecltiecll 26 80)| 159} — 
Profit and Loss Sum- 1405 || 1405. ie 
mary account. a a —————e 

“Sales” and “P. | | i Sarl vam 
& L.” are written in PROFIT AND Loss SUMMARY 
freee etaouecOe yy | | ie | | 
umns to show the | | | I May 31) Sales \81 aah 
reasons for the entry. . ioe 1 | | | 

















The next entry in the process of closing the ledger is to transfer the bal- 
ance of the Purchases account to the Profit and Loss Summary account. 


™o Close the Purchases Account. The balance of the Purchases ac- 
count on page 98, after the value of the merchandise inventory has been re- 
corded on the credit side, shows the cost of the goods sold. If this amount is 
subtracted from the amount of the sales, the difference will show the income 
from sales. To make this subtraction, the balance of the Purchases account, 
$638.45, is transferred to the Profit and Loss Summary account as a debit. 
The Profit and Loss Summary account is debited to show subtraction from the 
sales recorded on the credit side; the Purchases account is credited to indicate 
that the cost of merchandise sold has been taken from this account and trans- 
ferred to another account. 
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The illustration at the left shows (a) the Purchases account as 
it appears on page 98, (b) the Profit and Loss Summary account as it 
appears after the 





PURCHASES 
Sn Tn TC Sales account has 
May 2 79 ‘2165 42 May | 9 79 50 — been transferred to 
ie 9 ne 201 81 Inven. 81 4047/82 it, (c) the entry 
9 4686.27 80 |1407 | \l4097/ 82 = if 
' | 786 27) | | | in the journal to 





transfer the balance 
|e AND Loss Pale pe 
ee of the Purchases ac- 
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et rae ice ae a | 
| | | | | ‘May 81 Sales 81 1405 — count to the Profit 
31 























ary and Loss Summary 
; account and (d) the 



































| 
| | | E 
o ony and Loss Summary...... | 638 45 sealae accounts after this en- 
UL CRASES 7c iaicponenereiaue cvelpie sions | i} 
To close the Buvcinses! as try has been posted. 
account. Hl fe. Ht The debit bal- 
i. ance of the Purchases 
PURCHASES 
ae SFO mt AEROS TREE Oo account now appears 
May | 2. ‘flbres|ealifay ol 7al|- 50} On ne ent pade ot 
12 ‘79 1162 90 81 Inven. 81 4047.82 the Profit and Loss 
| a 
ie 4686.27 80 (1407 | 195) 31| P. & L. 81. 638 45 Summary account. 
eck 44 |_lla736 27 " 4786, 27 “Pur.” is written in 
A ap cae ae i’ 7 4 |. the explanation col- 
umn of the Profit 
te Ree oe AND Loss SUMMARY on 7 and Loss Summary 
xner aw fis | a “LL fy accounts antes aie ccs 
May /31 Pur. 81 638 45, “May i314 Sales [st tsi —  L.” in the Purchases 
| | | . | . | tH account. 


The next entry in the process of closing the ledger is to transfer the balance 
of the Expense account to the Profit and Loss Summary account. 


To Close the Expense Account. If the Profit and Loss Summary 
account is to summarize all income and expenses, the debit balance of the 
Expense account must be transferred to the summary account. To make this 
transfer, it is necessary to credit the Expense account and debit the Profit and 
Loss Summary account. Profit and Loss Summary is debited because expenses 
tend to decrease the proprietorship. 

The illustration at the left shows the Expense account as it appears in 
the ledger on page 82 and the Profit and Loss Summary account as it appears 
Sess Peer er after the sales and 
be cost of sales have 





19 | | | ] p= | 
may abs, Ci) tee 33, Lag] been transferred to 
| 208 83) a / | it as a result of the 

_Prorr ae. re SOUMARY. = two preceding closing 

entries. The journal 


entry to transfer the 





19 | = — ir 
May ‘a1 Par. st 688 | 45 May 31 Sales si 1405 a 
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. balance of the Expense account to the Profit and Loss Summary account 
and the Expense and Profit and Loss Summary accounts after this entry is 
posted are shown at 

















the right. The Ex- le | | 31 ! } 

Pe nceicoortay is ati 83 eee and Loss Summary... ... | 208 nl nel ° 
balance and is ruled || "Po close the Expense ac- Bie 

as illustrated. The | | count. | | 

debit balance of the - a Sent laa ee 

Expense account, May | alRent ° |79 Exe ad a1 Pa & L. ale 208 33 
$208.38, now appears 31 Salary 80 ale | | ee uaa 
on the debit side of | . i 208 33 | te } 208138 
the Profit and Loss ak eee. ik ee aan cc 
Summary account. | [ea _ PROFIT AND = ‘SUMMARY 

‘Expense’ and “P. 19 | |_ al han. ie ies eee 
Bare wrton x (lB fa] salah (oein a — 
the explanation col- = | | "| | | 
umns. A 4 I 





The concluding entry in the process of closing the ledger is to close the 
Profit and Loss Summary account. 


To Close the Profit and Loss Summary Account. The Profit and 
Loss Summary account shown last in the preceding illustration contains all 
of the increases and decreases in proprietorship because of the transactions 
completed by E. B. Tate and recorded in the ledger on pages 81 and 82. The 

_eredit balance is the net increase in proprietorship or net profit. This agrees 
with the Profit and Loss Statement, Illustration 15, page 92. 

The Profit and Loss Summary account may be closed by transferring 
its balance to the Capital account or by transferring a sufficient amount of the 
profit to the Drawing account to close that account and by transferring the 
remainder to the Capital account. 


The Capital and Drawing accounts as they appear in the ledger on page 


82 and the Profit and 


Loss Summary ac- — 


os Le TATE, CAPITALS 


count after the Ex- aa | | ies | 1 19 8500 — 
pense account has ee be Giee | a | | 
been closed into it E.B. Tate, DRAWING = 
are shown at the 19 © mie a) ayn i tee 
right. The entry to May ie eee oe | 
transfer the balance ne | || 480) | | | | 
of the Summary ac- | Prorir a AND Loss SUMMARY 
count to the Draw- TT ie ae == 
ing and Capital ac- May 31 Pur. ‘81 638 45 May | (81 Sales “81 1405 os 
counts is illustrated 81 Expense il oe * | | 

1 1 | | 


on page 102. 
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The journal entry required to transfer the balance of the Profit and Loss 
Summary account to 














i 81 
the A Drawing and 83} Profit and Loss Summary...... 558) 22 
Capital accounts SZ Na B. Dates mona wing rere rt = 
82 Habel ate; Capital sate 22 
and : the Tesults of To close the Profit and Loss 
posting this entry are Summary account. 
shown in the illustra- 
Hioniat theyight. The ose sec ee ee ee — 
teal! 
<r as ee ee May | 31|Pres Cap} v 390 May a P.&L. tan Bea 
a account 1S dadep- 
it oe the net profit oe 
ited as the net pro atc |s908 22 





is subtracted from ===; = 
this account. The | | | (June 
Drawing and Capital 
accounts are credited Re ee ee eee ee 
as the net profit is i presets 
50/— M 31)P.&L. |81) 150/— 
added to these ac- fs 190] — in y Ins : 
counts. The Profit | | 60o/—l} Lf 360 = 
es Se Ee , 


and Loss Summary 
and Drawing  ac- 

PROFIT AND Loss SUMMARY 
119 


E}Pres Cap v [30822 
































counts are in balance 
and are ruled as in 














: : 638/45) May | 31 |Sales 
the illustration. The 208 i! 
_ profit to remain in ris 22 
the business is re- 
|1405|—| 


corded in the Cap- : 
ital account. ! . 

The balance of the Capital account shows the present capital. The Cap- 
ital account may be balanced as shown in the illustration and explained on 
page 107. 








Exercise 45, Closing Entries 
(ORAL OR WRITTEN) 


The accounts in connection with the following questions appear on the 
ledger of A. W. Mann at the close of the monthly fiscal period, August 31. 


1. The Purchases account at the right shows the purchases during a fiscal 
period. (a) State the entry Reet, to record the merchandise inventory of 
$725.00. (b) What 








entry will be required _ ____ PURCHASES 
hy agi hs) 19 
to transfer the bal ule ma eee sodleicerslia 
ance of this account 15 22|| 320150 
to the Profit and Loss 31 22 a ~- 


Summary account? 
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2. The Sales account at the left shows the sales and sales returns during 








SALES 

19 19 
Aug. | 8 22|| 61/75 || Aug. | 6 22|| 472/21 
24 22|| 123/34 14 22)| 355165 
1865\09 23} - 22|| 289\29 
30 22|| 306/37 
1423\52 


a fiscal period. State 
the entry necessary 
to transfer the bal- 
ance to the Profit 
and Loss Summary 
account. 


3. (a) What does the balance of the Expense account at the right show? 
(b) State in journal 











EXPENSE 
form the entry re- Fi 
quired to close this Aug. | 1] Rent 99|| 75\— 
‘account. c h 10) Postage |22 4'50 
(ce) What 18| Repairs (22|| 25|\— 
account will contain 31/Salary _—_‘([22|| 100|— 
the balance of the 204|50 


Expense account when this entry is posted? 


4, The Profit and Loss Summary account at the left contains the balances 
of the accounts which show increases or decreases in proprietorship for a fiscal 
period. (a) What does 


PROFIT AND Loss SUMMARY E 
this balance show? 











| 19 
Aug. |i] Pur, 23]| 625|—|l Aug. |31/Sales 23/ 1238/43 (b) To what account 
31) Expense |23]| 204/50 or accounts will it 
ake be transferred? 















































(c) 
State the journal entry necessary to transfer the net profit to the Capital and 
Drawing accounts illustrated (Questions 5 and 6) below. 


5. The Drawing account at the right shows the drawings during a fiscal 








period. (a) What 
nese ie ec balarice A. W. Mann, DRAWING 
9 19 
show? (b) If A. W. Ang. 12 2al| 75|— 
Mann regards’ his 21 22|| 60|/— 
30 22|| 50|— 


drawings as expense 
how would this ac- 
count be closed? (c) What effect would closing this account as an expense 
have on the balance of the Profit and Loss Summary account? 


1 —— 


6. (a) What account may have been debited for the first entry on the 
credit side of the Capital account below? (b) What account may have been 
A. W. MANN, CAPITAL credited for the first 

entry on the debit 














ree 16 22|| 300/— ee 1 22/|3000|— side? (ec) What ac- 
31) PresCap |v |/2933)93 - 23)) 233/93 Count was probably 
3233/93 3233/93 debited for the sec- 

9 = ~“ISept. | 1 “aside 2933193 Ond entry on the 
credit side? (d) 























Where is the corresponding credit for the second gel on the debit side of 
the Capital account? ; 
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Adjusting and Closing Entries. The illustration below shows the 
adjusting and closing entries discussed and illustrated on pages 98 to 102, 
recorded in consecutive order. The first entry adjusts the Purchases account 
and records the merchandise inventory and cost of sales. The second, third 
and fourth entries transfer the balances of the Purchases, Sales and Expense 
accounts to the Profit and Loss Summary account, and the fifth, the balance 
of the Profit and Loss Summary account to the Capital and Drawing accounts. 


PAGE 81 
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Illustration 16, Adjusting and Closing Entries 





The Ledger Closed. _[llustration 17 on pages 105, 106 and 107 shows 
the ledger after the above adjusting and closing entries have been posted, the 
accounts ruled and the Capital and Cash accounts balanced. This ledger 
shows the same information as the ledger on pages 81 and 82 but with the ad- 
justing and closing entries recorded. 


The open account balances provide the information for the equation 
“Assets = Liabilities + Proprietorship.” 


*- 
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Illustration 17, Ledger Closed, Page 82 
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Illustration 17, Ledger Closed, Page 83 


Post-closing Trial Balance. A Trial Balance prepared from the ledger 
after the closing entries have been recorded in it and the accounts in balance 
ruled is referred to as a Post-closing Trial Balance. 

Illustration 18 below is a Post-closing Trial Balance prepared from the 
ledger, Illustration 17 on pages 105 and 106. It shows that the ledger is in 
balance and contains the same facts as the Balance Sheet on page 91. 
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Illustration 18, Post-closing Trial Balance 


Balancing an Account. When it is desired to rule an account which 
does not balance and carry the balance down below the ruling on the same 
page or forward it to a new page, the process is referred to as balancing the 
account. It is customary at the close of the fiscal period to balance the Cash 
account and the owner’s Capital account. The method of balancing these 
accounts is shown in the illustrations on pages 105 and 106. 


SUMMARY 


The ledger is closed at the end of the fiscal period. The purpose of clos- 
ing the ledger is to record the net profit in the Capital account. The Work- 
ing Sheet is used as a basis for the closing entries. 
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The cost of sales is recorded on the ledger by recording the merchandise 
inventory as a debit to the Merchandise Inventory account and a credit to 
the Purchases account. The cost of merchandise sold, sales, and expenses are 
summarized in the Profit and Loss Summary account which is a temporary 
account, opened and closed in connection with the ledger closing. The balance 
of the Profit and Loss Summary account is transferred to the Capital and 
Drawing accounts or the Capital account. 

When the adjusting and closing entries have been recorded in the journal 
and ledger, the open accounts in the ledger will provide the needed informa- 
tion for the equation ‘Assets = Liabilities+ Proprietorship.” 


Exercise 46, Closing the Ledger 

The accounts in the ledger below contain a record of the transactions 
completed by Walter Tull, a retail merchant, during the first monthly fiscal 
period beginning April 1 and ending April 30. Copy these accounts on ledger 
paper. Prepare a Working Sheet, Balance Sheet, and Profit and Loss-State- 
ment; cash balance, $1,182.25; merchandise inventory, $1,148.55; net profit, 
$325.80. Prepare. the adjusting and closing entries and post. Rule all ac- 
counts that balance and balance the Cash and Capital accounts. 
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PRACTICE SET No. 1 
RETAIL CLOTHING BUSINESS 
R. B. ALLEN, PROP. 

meee | 


The purpose of this set is to provide additional practice in recording 
transactions so as to show their effect on assets, liabilities and proprietorship. 
The transactions are to be recorded in the journal and posted to the ledger pro- 
vided for the set in connection with the exercise blanks; see inside front cover 
of these blanks. Loose journal and ledger paper may be used if desired. 

The transactions to be recorded are representative of those which would 
be completed in a business of a similar nature. 


There are two methods of presenting the lessons in bookkeeping, one 
through short exercises which develop specific methods of bookkeeping pro- 
cedure and the other through recording the transactions in a practice set com- 
bining the various procedures presented in the short exercises. For this reason 
the transactions to be recorded in this practice set are a review, providing an 
opportunity to apply all of the lessons in bookkeeping procedure presented in 
previous discussions. A knowledge of bookkeeping procedure is of little value 
unless one can apply it to the recording of transactions completed by a business. 


February 1 
No. 1. R. B. Allen invested $2,500.00 cash in the retail clothing business. 


The purpose of this cash investment is to provide money for purchasing merchandise 
and paying the operating expenses of the business. Mr. Allen will need more than $2,500.00 
to provide the necessary capital for operation but can obtain a part of this needed capital 
by buying merchandise on credit. 


No. 2. Employed two clerks, James Ball, $35.00 per week, and C. A. 
Duggan, $25.00 per week. 


No. 8. Paid $100.00 in cash to C. L. Hull for rent of the building at 410 
Main Street for month of February. 


The purpose of this payment of cash is to secure a home for the business. Should 
Mr. Allen require a receipt, it would be in the same form as the one illustrated on page 75. 


It is desired to show expenses incident to rent and salaries in separate accounts, hence, 
“Rent Expense” will be debited for the rent paid. 


February 2 


No. 4. Purchased a stock of clothing and haberdasheries from the Globe 
Clothing Company, City, invoice of this date, $1,640.50. The agreement 
was to pay cash for one-half of this purchase upon delivery of the goods and 
the remainder within 30 days. The purchases invoice received was similar 
to the one illustrated on page 75. 


\ 


Through this transaction, Mr. Allen increases the assets the amount of the purchase. 
No entry for the cash will be made until it is paid when the goods are delivered. 
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February 3 


No. 5. The merchandise purchased from the Globe Clothing Company 
has been delivered. Paid this firm $820.25 as per agreement. 


Mr. Allen now has less cash and owes the Globe Clothing Company less. 


No. 6. Sold C. A. Walker, 325 Chestnut St., City, terms 10 days, sales 
ticket No. 1, one overcoat, $75.00, 2 shirts at* $2.50. 
Record this entry in the journal like the fifth entry on page 79. The explanation should 


be, ‘Sales ticket No. 1, 10 days”. It is not necessary to describe the items in the entry 
because these are described in the sales ticket, a copy of which was retained by Mr. Allen. 


February 4 


No. 7. Purchased merchandise from the Sapiro Clothing Company, City, 
terms 10 days, invoice dated today, $187.50. 


February 5 - 


No. 8. Sold merchandise to charge customers as follows: f Lae 


B. A. Stein, 116 Smith St., City, sales ticket No. 2, $62.50. 
W. R. Hall, 51 Fern St., City, terms 15 days, sales ticket No. 3, $83.75.. 
No terms in the first sale indicate that the customer should pay the bill on or before 


the first of the month; the terms in the second sale indicate that the customer should pay 
the bill on the 20th. 


February 6 
No. 9. Received $452.85 for cash sales to date. 


This transaction results in an increase in the asset cash and an increase in sales. 


No. 10. Paid James Ball $35.00 and C. A. Duggan $25.00, salaries for 
the week. 


Debit Salary Expense and credit Cash in one amount for the two salaries. The 
explanation is ‘‘Paid clerks’ salaries for the week’’. 


Post the transactions completed this week, and prove cash. The cash 
balance is $1,972.60. Arrange the accounts as instructed on the inside front 
cover of the ledger. If loose paper is used, arrange the accounts in the same 
order as in Illustration 9 on pages 81 and 82. Allow twenty lines for the 
Cash account, eight lines for R. B. Allen, Capital, fifteen lines for the Sales 
account, ten lines for the Purchases account, nine lines each for the Salary 
Expense, Miscellaneous Expense and Profit and Loss Summary accounts, and 
five lines for each of the other accounts. 

*When the word “‘at’’ appears between the number of units and the price, it indicates 
that the price is per unit; without this word, the price applies to the entire quantity. ‘2 


shirts at $2.50’ is equivalent to “2 shirts at $2.50 each, total $5.00’. Had the statement 
been ‘2 shirts, $2.50,” the total sale would have been $2.50. 
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February 8 


No. 11. Sold Walter Baer, 1125 Third Ave., City, terms 10 days, sales 
ticket No. 4, $121.65. 


No. 12. Paid the Excelsior Tie Company $65.50 for ties purchased from 
them and delivered today. 


February 9 
No. 18. R. B. Allen withdrew $100.00 in cash for personal use. 


February 10 
No. 14. Purchased merchandise on credit as follows: 


Globe Clothing Co., City, terms 30 days, invoice of the 9th, $342.50. 


Brown & King, Dayton, terms 10 days, invoice of the 8th, $182.75.; to 
be delivered by their truck. 

Merchandise purchased from business firms in the city is delivered by truck. When 
the merchandise is purchased from a firm in another city, the purchaser may expect to pay 


the freight unless the seller has agreed to make delivery. It may be assumed that Dayton 
is a nearby city and that Brown & King maintain a delivery service free to their customers. 


February 11 
No. 15. One dozen shirts purchased from Brown & King on the 10th for 
$16.50 were not the style ordered. Returned them by express collect. 
February 12 
No. 16. Received $50.00 from C. A. Walker to apply on account. 


No. 17. Sold Walter Baer, City, sales ticket No. 5, $120.00. Received 
cash for one-half of this amount, balance to be paid within 10 days. 


Record as in the entries shown at the top of page 55. 


February. 13 
No. 18. Received $365.40 for cash sales during the week. 


No. 19. Paid $65.00 for services as follows: 
Clerks’ salaries for the week, $60.00. 
Delivering merchandise $5.00. 


Expenses which “tan not be classed as rent expense or salary expense are entered in 
the general expense account under the title Miscellaneous Expense. 


Post the transactions for the week and prove cash, balance $2,217.50. 


February 15 


No. 20. Gave the Sapiro Clothing Company a 30-day note for $187.50, 
balance due Sunday, February 14. 
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ie February 16 
N 


o. 21. Purchased merchandise from Brown & King, terms 15 days, 
invoice of the 15th, $107.60. 


No. 22. R. B. Allen withdrew $60.00 cash for personal use. 


February 17 


No. 23. Received a letter from B. A. McDaniels, Concord, with $40.00 
inclosed and a request to ship him by parcel post, one suit of clothes and one 
overcoat which he had selected when he called at the store last week. C. A. 
Duggan made out sales ticket No. 6 for $90.00, the sale price, and shipped 
the clothes. 

Paid 60c for stamps used to mail the pares and charged the amount 
to B. A. McDaniels. Mr. McDaniels said he would pay the balance when he 
received his monthly pay-check, February 26. 


February 18 


No. 24. Received cash from Walter Baer in full for sale of February 8. 
No. 25. Paid Brown & King balance due for purchase of February 10. 


February 19 


No. 26. Purchased merchandise from Brown & King, terms 20 days, 
invoice of the 18th, $125.30. 


“ 


February 20 


No. 27. Paid Globe Clothing Company one-half of balance remaining 
unpaid on purchase of February 2. Consider one-half of the 25c to be 18c. 
LS o. 28. Received from W. R. Hall $50.00 on account of sale of Feb- 
ruary 5 with the promise to pay the balance February 27. ou him the 
‘merchandise listed on sales ticket No. 7, $35.50. 


Two entries should be made to record this transaction as illustrated on page 55. 


No. 29. Cash sales to date, $299.85. 


No. 80. Paid expenses as follows: 
Clerks’ salaries for the week, $60.00. 
Cleaning windows, $1.50. 


Post the transactions for the week and prove cash, balance $2,080.52. 


February 22 


No. 81. Sold merchandise to charge customers: 
W. R. Hall, terms 10 days, sales ticket No. 8, $48.50. 
C. W. Rogers, 406 O St., City, sales ticket No. 9, $75.25. 


ee 
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No. 82. Received cash from charge customers: 


C. A. Walker, on account of sale of February 8, $15.00. 
Walter Baer in full of sale of February 12. 


February 23 


No. 33. B. A. Stein returned one shirt sold him on the 5th and asked 
credit for $1.25. He also paid $20.00 on account. Credit was allowed for 
the shirt which he returned as requested and the shirt was placed in stock. 


February 25 


No. 84. Returned to Brown & King, one dozen collars which the clerk 
reported included with the merchandise received from them but not listed 
on the purchases invoice. Paid delivery boy 25c cash to return the collars. It 
is quite evident that the 25c should be charged to Brown & King. 


: February 26 
No. 85. Sales of merchandise on account: 


B. A. Stein, sales ticket No. 10, $58.10. 
Walter Baer, sales ticket No. 11, $121.65. 


February 2 me 
No. 36. Received from B. A. McDaniels $10.60 in cash and a 30-day note 
for $40.00 in payment for balance due on purchase of the 17th. 
No. 37. Received $316.58 for cash sales during the week. 
No. 38. Paid cash as follows: 
Clerks’ salaries for the week, $60.00. 


Telephone services, $3.50. 

Gas and Electric, $5.75. 

Instructions. (1) Post the transactions for the week, prove cash, balance 
-883.20, and prove the posting by a Trial Balance. 


(2) Prepare a Working Sheet from the account balances on the Trial 
\Batance and the merchandise inventory, $887.65. 


__(8) Prepare a Balance Sheet (report form) and Profit and Loss Statement 
from the Working Sheet. , Pe 


(4)-Record in the journal the entries necessary to close the ledger in the 
‘same form as explained and illustrated in this chapter. 


5) Balance the Cash and Capital accounts. 
(6) Prepare a Post-closing Trial Balance. 
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Exercise 47, Closing the Ledger 


The accounts in the ledger below contain a record of the transactions 
completed by W. B. Hall, a retail merchant, during the first monthly fiscal 
period beginning July 1 and ending July 31. 
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Instructions. (1) Copy these accounts on ledger paper. 

(2) Prepare a Working Sheet, Balance Sheet, and Profit and Loss State- 
ment; cash balance, $973.50; merchandise inventory, $802.00; net profit 
$275.50. Prepare the adjusting and closing entries and post. Rule all ac- 
counts that balance and balance the Cash and Capital accounts. 


| CHAPTER X 
‘PURCHASES JOURNAL AND SALES JOURNAL 


The method of recording transactions in the journal, posting and taking a 
Trial Balance has been developed in previous chapters. The discussion in 
this chapter relates to a more efficient method of recording transactions and 
posting. Short-cut methods are advantageous to the bookkeeper because 
they increase the value of his services through enabling him to perform a 
greater volume of work. 


Special Journals. All transactions may be recorded in one journal. 
When this plan is followed, it is necessary to write the name of the account 
debited and the amount, the name of the account credited and the amount 
and the explanation for each transaction. When a number of transactions 
affect the same account in the same way, much time and space can be saved 
by recording them in a special journal the total of which may be posted to 
this one account. The title of a special journal is the title of the account 
to which the total is posted. 

In a mercantile business the transactions of more frequent occurrence 
are those in connection with the purchases and sales of merchandise and the 
receipts and payments of cash. The special journals used in a mercantile 
business are the purchases journal, sales journal, cash receipts journal and the 
cash payments journal. The use of these special journals saves time when 
transactions are being recorded and posted. When the volume of business is 
such that one bookkeeper can not record all the transactions, two or more 
bookkeepers may be employed, each being assigned the work required in con- 
nection with recording the transactions in one or more journals. 


Purchases Journal. A special journal in which only purchases of 
merchandise on account are recorded is referred to as the purchases journal. 
The title of this journal indicates that the total is to be posted to the debit 
side of the Purchases account. 

The information needed in order to make a record of merchandise pur- 
chased on account is (a) the date of entry, (b) the increase in the asset mer- 
chandise because of the purchase, (c) the name and address of the person or 
firm from whom the purchase was made, (d) the terms including the date 
of the invoice if payment is to be made in a definite number of days, and (e) 
the increase in the liability accounts payable because of the purchase. 

The desired information is obtained from a list of the merchandise pre- 
pared by the seller, usually referred to by the purchaser as a purchases invoice 
and similar to the form illustrated on page 75. 

With the proper ruling in the purchases journal it is possible to record 
all the desired information for one purchase on one horizontal line. 
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Recording Transactions in the Purchases Journal. The method 
of recording transactions in the purchases journal and the advantage of its 
use are further explained by illustration. 

During the month of May, E. B. Tate, a retail furniture dealer, purchased 
merchandise on credit as follows: 

2. Dobbs Bros. ., Dayton, Ohio, terms cash var 500.00, balance 20 
days, invoice of this date, $2,165.42. 

12. Grant Manufacturing Co., 420 Spring St., City, terms 30 days, 

invoice dated May 11, $1,162.90. 


29. Dobbs Bros., terms 80 days, invoice dated May 27, $1,407.95. 


Each of these transactions increases the asset merchandise and increases 
the liability accounts payable the amount of the purchase. 


The method of recording these transactions i in journal form is shown in the 
illustration at the 
right. It will be ob- 
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Illustration 19, Purchases Journal 
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Posting from the Purchases Journal. Each amount in the “Amount” 
column is posted to the credit side of the account with the creditor whose 
name is on the same line. This records in the ledger the increase in liabilities. 
The date, terms, page and initial (P) of the purchases journal are written in 
the appropriate columns in the ledger. 


The page of the ledger is written in the folio column of the purchases 
journal, to indicate posting. The posting to the accounts with creditors is 
_ usually daily. 

At the end of the month or whenever a Trial Balance is to be taken, the 
purchases journal is ruled and footed as shown in Illustration 19. The total 
of the “Amount” column, which is the sum of the credits, is posted to the 

debit of the Purchases account to record the increase in purchases. The page 
of the Purchases account in the leger is written in the folio column of the 
purchases journal to indicate that the total has been posted. The ruling of 
the purchases journal is shown in IIlustration 19 and the posting in the accounts 
at the bottom of this page. 

The initial of the book of original entry may be written in the folio column with the 

page number, or in the explanation column as illustrated below. 


‘The accounts resulting from posting the three journal entries illustrated 
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‘ and to indicate the posting. This further emphasizes the saving in time through 
the use of the purchases journal as a book of original entry for recording 
transactions in which merchandise is purchased on credit. 

The illustration at the right is a Trial Balance prepared from either 
ledger on page 117. E.B. TATE 
The final results as TRIAL BALANCE, May 31, 19 
shown in the account 
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ea The Purchases Journal 
ORAL OR WRITTEN) 


1. Purchased merchandise from B. A. Ames, Toledo, terms 30 days, $850.00. 
(a) What accounts are debited and credited? (b) State the entry to 
record this transaction in the journal; (c) the purchases journal. 

2. The total of the purchases journal, March 31, is $4,165.22. How will 
this be posted? 

8. The debit column of the Trial Balance, March 31 (Question 2), was 
$10.00 more than the credit column. This resulted from an error in 
the addition of the purchases journal. What was the correct amount 
of the purchases for March? 

4, During the month of May, H. M. Lowe, a beret merchant, made 320 
purchases of merchandise on credit. How many lines would be required 
to record these transactions in (a) the journal with four lines for each 
entry? (b) the. purchases journal similar to Illustration 19? How 
many lines would be required in the Purchases account to post from 
(c) the journal? (d) the purchases journal? (e) If there are 80 hori- 
zontal lines on the two sides of a sheet in the ledger and books of original 
entry, about how many pages would be saved through the use of the 
purchases journal? 

5. April 9. Purchased merchandise from H. T. Harris, Rochester, terms 60 
days from June 1 next, $485.75. State this transaction recorded in 
(a) the purchases journal; (b) the account with the creditor. (c) When 
will this purchase be due? 


ar Exercise 49, Posting from the Purchases Journal 


The purchases journal at the top of page 119 shows a record of the pur- 
chases made during the month of January by H. H. Goodman, a retail grocer. 


Instructions. Post (allow five lines for each account), and prove the 
posting by a Trial Balance. 
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Exercise 49—Continued 
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THE SALES JOURNAL 


Sales Journal. A special journal in which only charge sales are re- 
corded is referred to as the sales journal. The title of this journal indicates 
that the total is to be posted to the credit of the Sales account. 


The information needed in connection with a sale on account is (a) the 
date of the entry, (b) the increase in the asset accounts receivable, (c) the 
name ard address of the person or firm to whom the sale was made, (d) the 
terms, if special, (e) the increase in sales. 

The charge customer is given a list of the merchandise purchased by him 
in the form of a sales ticket or a sales invoice as illustrated on pages 76 and 174. 
A- copy of this list is used as a basis for the entry in the sales journal. The 
sales tickets or sales invoices are numbered consecutively; the copies are filed 
by number for reference. 

With the proper ruling in the sales journal all needed information for one 
sale may be recorded on one line. If desired, the carbon copies of the sales 
invoices punched to fit a loose leaf binder and filed numerically may constitute 
the sales journal. In either case the copy of the sales ticket or sales invoice 
provides the basis for the sales journal. 


Recording Transactions in the Sales Journal. The method of record- 
ing transactions in the sales journal and the advantage of its use are further 
explained by illustration. . 

‘During the month of May, E. B. Tate, a retail furniture dealer, completed 
the following sales of merchandise on credit. When no terms are stated, the 
amount is due the first of the following month as explained on page 47. The 
terms on a sale of this nature are sometimes referred to as ‘“‘on account’. 

5. A. T. Miller, 1214 Walnut St., City, sales ticket No. 1, $198.75. 

11. C. A. Adams, 982 Day St., City, terms 30 days, sales ticket No. 2, 

$118.50. 

15. James B. Fall, 617 Davis Ave., City, sales ticket No. 3, $247.50. 
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. 22. A. T. Miller, sales ticket No. 4, $118.50. 
26. C. A. Adams terms 60 days, sales ticket No. 5, $159.00. 


Each of these transactions increases the asset accounts receivable and 
increases the income sales the same amount. 


The illustration at the right shows the method of recording these trans- 
actions in the jour- 
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Illustration 20, Sales Journal 


Posting from the Sales Journal. Each amount in the “Amount” col- 
umn of the sales journal is posted to the debit side of the account with the 
charge customer whose name is on the same line. This records on the ledger 
- the increase in the asset accounts receivable. The date, terms, page and initial 
(S) of the sales journal are written in the appropriate columns in the ledger. 


The ledger page is written in the folio column of the sales journal to in- 
dicate posting. The posting to the accounts with customers is usually daily. 
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At the end of the month or whenever a Trial Balance is to be taken, the 
sales journal is ruled and footed as shown in Illustration 20. The total of the 
“Amount” column, which is the sum of the debits, is posted to the credit of 
the Sales account to record the increase in sales. The page of the Sales ac- 
count in the ledger is written in the folio column of the sales journal to indi- 
cate that the total has been posted. The ruling of the sales journal is shown in 
Illustration 20 and the posting in the accounts at the bottom of this page. 

The illustration at the left below shows the accounts resulting from post- 
A.T. MILLER 1214 Walnut St., City ing the five journal 

; ~~ entries shown at the 
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The illustration at the left is a Trial Balance prepared from either ledger 
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) Exercise 50, The Sales Journal 
(ORAL OR WRITTEN) 
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1. Sold merchandise to C. H. Steele, Memphis, terms 10 days, $127.50. 
(a) What accounts are debited and credited? State the entry to record 
this transaction in (b) the journal; (c) the sales journal. 

2. The total of the sales journal, April 30, is $5,420.75. How will this be 
posted? 

8. The debit column of the Trial Balance, April 30 (Question 2), was $10.00 
more than the credit column. ‘This resulted from an error in the ad- 
dition of the sales journal. What was the correct amount of the sales 
for April? 

4, April 15. Sold merchandise to C. O. Parsons, Atlanta, terms 30 days 
from June 1 next, $325.50. State this transaction recorded in (a) the 
sales journal; (b) the account with the customer; (c) When will this 
sale be due? 

5. State the posting for each entry in the sales journal given below. 




















April 19 
Date LF| Account Debited Address | Terms | ate | Amount 
© 
3 Morton Bros. 516 Elm St., City 20 days 316 1098 | 76 
iS) Huber Mfg. Co. Syracuse 90 days Bally 564} 21 
ily Dawson & Co. Springfield 30 days 318 307 | 65 


6. The sales journal contains five entries with amounts as follows: $36.27, 
$55.14, $29.18, $17.26, and $104.71. (a) State the method of posting 
the total. (b) If the total posted is $243.57, what effect will the error 
have on the Trial Balance? 

7. What would be the entry in journal form for each entry in the sales jour- 
nal illustrated below? 


























May 19 
Date LF, Account Debited | Address | Terms | =e | Amount 
il Robert A. Cox Millville 30 days | 116 62 | 55 
2 B. L. Simpson Jonesboro 30 days 117 52 | 96 
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Bee eerchar s1-Pareny from the Sales Journal 


The sales journal below shows a record of the sales made during the month 
of March by W. J. Wheeler, a wholesale merchant. 


a SALES JOURNAL 
rch 1g 





Instructions. Post, allowing five lines for each account, and prove 
the posting by a Trial Balance. 


Exercise 52, Recording Purchases and Sales 


During the month of February, W. A. Gardner, a retail hardware mer- 
chant, made the following purchases and sales of merchandise on credit: 


1. Purchased from B. A. Ames, Toledo, 30 days, invoice of today, $850.00. 
4. Sold C. H. Steele, 106 Pine St., City, 10 days, Sale No. 81, $114.25. 


5. Purchased from He M. Lowe, Nashville, 30 days, invoice of February 3, 
$325.50. 


6. Sold Gilman Hotel, City, 30 days, Sale No. 82, $37.35. 
~ 14. Sold C. H. Steele, 10 days, Sale No. 88, $50.40. 


18. Purchased from J. P. Benson, Cleveland, 60 days, invoice of February 
15, $563.75. 


20. Sold A. L. Bradley, 12 S. Main St., City, Sale No. 84, $154.25. 
25. Sold Gilman Hotel, 30 days, Sale No. 85, $27.32. 
28. Sold J. W. Macon, Memphis, 20 days, Sale No. 86, $65.60. 

Instructions. (1) Rule a purchases journal and a sales journal similar to 
the forms in Exercises 49 and 51, and record the above transactions. 

(2) Post, allowing four lines for each account, and prove the posting by 
a Trial Balance. 


CHAPTER XI 
THE CASH BOOK 


Transactions in which cash is received or paid may be recorded in the 
journal and the information posted from these entries. The same informa- 
tion may be obtained more efficiently through the use of the cash receipts 
journal and the cash payments journal. The discussion in this chapter relates 
to the method of recording cash receipts and payments in separate journals 
or in the cash book. 


The Cash Receipts Journal. A special journal in which only cash re- 
ceipts are recorded is referred to as a cash receipts journal. The title of this 
journal indicates that the total is to be posted to the debit side of the Cash 
account. Recording all the cash receipts in the same journal and recording 
no other transactions in it permits ascertaining the total amount of cash 
received before posting to the Cash account. 

The information needed in connection with the recording of a cash receipt 
is (a) date of the entry, (b) the increase in the asset cash, (c) the decrease in 
some other assets, increase in income or the increase in liabilities, and (d) any 
necessary explanation of the transaction. The desired information is obtained 
from the check received (page 77), or receipt stub (page 77) when currency 
is received. 

With the proper ruling in the cash receipts journal, it is possible to record 
all the desired information for each transaction on one horizontal line. 


Recording Cash Receipts. The method of recording transactions in 
the cash receipts journal and the advantage of its use are further explained 
by illustration. 


During the month of May, E. B. Tate, a retail furniture dealer, com- 

pleted the following transactions in which cash was received: 
1. E. B. Tate invested cash, $8,500.00, in the retail furniture business. 

18. Received $562.75 for cash sales. 

23. Received cash, $100.00, from James B. Fall to apply on account. 

27. Received check for $100.00 from A. T. Miller to apply on account. 

Each of the four transactions increases the asset cash. The first increases 
the proprietorship, the second increases the sales, and the third and fourth de- 


crease the asset accounts receivable. 


The method of recording these four transactions in the Journal i is shown 
in the illustration at the top of page 125. 


124 
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A minimum of four horizontal lines is required to record each transaction 
in the journal. The Cash 
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Illustration 21, Cash Receipts Journal 


Posting from the Cash Receipts Journal. Each amount in the 
“Amount” column is posted to the credit side of the account written on the 
same line with it. The date of the transaction, and the page and title (C) of 
the book of original entry are entered in the appropriate columns in the ledger; 
see illustration bottom of page 126. Completion of the posting is indicated 
in the cash receipts journal by placing the ledger page in the folio column; 
see above illustration. The posting of the credits from the cash receipts jour- 
nal is usually completed daily. 


At the end of the month or whenever a Trial Balance is to be taken, the 
cash receipts journal is ruled and footed as in Illustration 21. The total of the 
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“Amount” column is posted to the debit side of the Cash account; the page 
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| of the cash receipts jour- 
| nal. 


The ledger at the left 
shows the results of post- 
ing the journal entries at 
the top of page 125. A 
Trial Balance from this 
ledger is shown in the 
illustration at the top of 
page 127. 

| The ledger below and 
at the right shows the re- 
sults of posting the cash 
receipts journal, Illustra- 
tion 21, on page 125. A 
Trial Balance prepared 
from this ledger is shown 
5 in the illustration at the 

top of page 127. 
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A comparison of the two ledgers shows that both contain the same ac- 


count balances. The only 
difference is that the Cash 
account in the ledger re- 
sulting from posting the 
journal contains four 
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amounts and the Cash 
account in the ledger re- 
sulting from posting the 
cash receipts journal con- 
tains only one amount. 
The debit balance of the 
Cash account is the same 
in both cases. The saving 
of three horizontal lines 
in the ledger as a result of 
the cash receipts journal 
demonstrates the efficiency 
of the cash receipts journal 
through a saving of time 
and space, 
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A Trial Balance. The illustration below is a Trial Balance prepared 
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Exercise 53, Cash Receipts Journal 
(ORAL OR WRITTEN) 
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1. Received $78.65 for cash sales of merchandise. State the method of re- 
cording this transaction in (a) the journal; (b) the cash receipts journal. 

2. Received $25.00 from C. H. Jones, a charge customer, to apply on account. 
State the method of recording this transaction in (a) the journal; (b) 
the cash receipts journai. 

3. Received $12.50 for merchandise purchased for cash and returned to the 
one from whom it was purchased. State the method of recording this 
transaction in (a) the journal; (b) the cash receipts journal. 

4, May 31. The total cash receipts for the month is $3,218.65. How is 

this posted? 

. From what stub is the entry on the receipts side of the cash book made? 

. When is the cash receipts journal ruled? 

. Received $42.50 from A. L. Fall: $82.50, in full of account; and $10.00 
for a cash sale. State the method of recording this transaction in the 
cash receipts journal and ledger. 

8. The total of the cash receipts journal, June 30, was $4,235.50. The credit 
column of the Trial Balance, May 31, was $2.00 more than the debit 
column. This resulted from an error in the addition of the cash re- 
ceipts journal. What should have been recorded in the Cash account 
as the cash receipts for the month? 


AID 1 


CASH PAYMENTS JOURNAL 


The Cash Payments Journal. A special journal in which only cash 
payments are recorded is referred to as a cash payments journal. The title 
of this journal indicates that the total is to be posted to the credit side of the 
Cash account. Recording all cash payments in the same journal permits 
ascertaining the total amount of cash paid before posting to the Cash ac- 
count. Since the total cash received and recorded in the cash receipts journal 
may be known before posting, it is customary to prove cash before posting 
either the total cash receipts or the total cash payments 
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The information needed in connection with the recording of a cash pay- 
ment is (a) the date of the entry, (b) the decrease in liabilities, the increase in 
some other asset or decrease in proprietorship, (c) any necessary explanation 
of the transaction and (d) the decrease in the asset cash. This desired infor- 
mation is obtained from the receipt (page 75), or from the check stub (page 76). 


With the proper ruling in the cash payments journal, it is possible to re- 
cord the information for each transaction on one horizontal line. 


Recording Cash Payments. The method of recording transactions 
in the cash payments journal and the advantage of its use are further explained 
by illustration. 


During the month of May, E. B. Tate, a retail furniture dealer, com- 
pleted the following transactions in which cash was paid: 


2. Paid cash, $83.38, for May rent. 
3. Gave Dobbs Bros. a check for $1,500.00 on account. 
16. E. B. Tate withdrew cash, $100.00, for personal use. 
20. Gave Dobbs Bros. a check for $365.42 to apply on account. 
31. Paid cash, $125.00, for salary of clerk for the month. 
Each of the five transactions decreases the asset cash. The first and 


fifth increase the expense; the second and fourth decrease the liability accounts 
payable; and the third decreases the proprietorship. 


The method of recording these five transactions in the journal is shown in 
the illustration at the 
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Illustration 22, Cash Payments Journal 


Posting from the Cash Payments Journal. Each amount in the 
“Amount” column is posted to the debit side of the account written on the same 
line with it. The date of the transaction and the page and title (C) of the book 

ot original entry are entered in the appropriate columns of the ledger; see 
illustration on page 180. Completion of the posting is indicated in the cash 
payments journal by placing the ledger page in the folio column. Usually the 
posting of the debits from the cash payments journal is completed daily. 


At the end of the month or whenever a Trial Balance is to be taken, the * 
cash payments journal is ruled and footed as in the illustration above. The 
total of the ‘‘Amount” column is posted to the credit side of the Cash account 
in the ledger. Completion of the posting is indicated by placing the page of 
the Cash account in the folio column of the cash payments journal. 


The ledger at the right is the result of posting the journal, page 128. The 
transactions are the same 
as those recorded in the 
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cash payments journal, 
hence the account balan- 
ces are the same as in the 
ledger illustrated on page 
130. The Cash account in 


the ledger resulting from _ 


posting the journal con- 
tains five amounts and 
the Cash account in the 
ledger resulting from post 
ing the cash payments 
journal contains only one 
amount. This demon- 


strates the efficiency of 


the cash payments jour- 
nal through a saving of 
time and space. 
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The ledger in the illustration at the left is the result of posting the cash 
payments journal, Illus- 
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pleted, the debits and credits recorded in the ledger are equal. 


Trial Balance. The illustration at the left is a Trial Balance prepared 
from either the ledger at 
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Exercise 54, Cash Payments Journal . : oe 


(ORAL OR WRITTEN) 


1. Paid $98.25 for cash purchase of merchandise. State the method of re- 
cording this transaction in (a) the journal; (b) the cash payments 
journal. 

2. Paid $25.00 to Solomon Bros., a creditor, to apply on account. State 
the method of recording this transaction in. (a) the journal; _ cash 
payments journal. 

3. Paid $10.75 for merchandise sold for cash and returned by the one to 
whom it was sold. State the method of recording this transaction in 
(a) the journal; (b) the cash payments journal. 

u 4, April 30. The total cash payments for the month are $2,752. 40. How 

T is this posted from the cash payments journal? 
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eae what stub is the entry on the payments side of the cash book made? 
---e\ 6, When is the cash payments journal ruled? 


4 5%. f Paid $51.20 to Johnson Supply Co.: $39.80, in full of account and $11.40 
‘tA for a cash purchase. State the method of recording this transaction 
in the cash payments journal and ledger. 
— , 8. The total of the cash payments journal, June 30, was recorded as $2,240.75. 
(- / _/-3<5° The credit column of the Trial Balance, June 30, was $5.00 more than 
f the debit column. This resulted from an error in addition in the cash 
payments journal. What amount should have been recorded in the 
oaty Cash account as the cash payments for the month? 

lie 

: ~ THE CASH BOOK 

The cash receipts journal and cash payments journal are frequently com- 
bined into one book for the convenience of the bookkeeper. This form is 
called the cash book. The left page of the cash book is used to record cash 
receipts and the right page for cash payments. This arrangement makes it 
convenient for the bookkeeper to secure the cash balance (the difference be- 
tween the receipts and expenditures) each day or at frequent intervals, and 
thus prove the accuracy of his work. The cash book is commonly used only 
when one bookkeeper can record all of the cash receipts and payments. 

When the cash receipts and cash payments journals are combined into 
the cash book, it is customary to provide an extra column on each side. The 
extra column on the receipts side is for the balance at the beginning of the 
month and the total cash receipts at the end of the month, and on the pay- 
ments side for the total payments during the month. 

The cash receipts and cash payments journals, Illustrations 21 and 22, . 
are shown in cash book form in Illustration 28, pages 132 and 133. 


Posting from the Cash Book. The posting from the cash book is 
the same as posting from the cash receipts journal and cash payments journal. 
Each amount on the receipts side is posted to the credit of the account written 
on the same line with it. The total.receipts are posted to the debit side of the 
Cash account. Each amount on the payments side is posted to the debit side 
of the account written on the same line with it. The total payments are posted 
to the credit of the Cash account. 


Cash Proof. Since the beginning balance and the cash receipts are 
recorded on the receipts side of the cash book and the cash payments on the 
payments side, the difference between the totals of each side should be the 
cash on hand. The cash is usually proved daily and always before posting. 

The proof is made in the following manner: 

(1) Add the receipts side of the cash book and enter the total in small 
pencil figures as in Illustration 23, page 1382. 

_ (2) Foot the payments side of the cash book and enter the total in small 
pencil figures as in Illustration 23, page 133. 


Q 
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Illustration 23, Receipts Side of Cash Book 


(8) Add the balance on hand at the beginning of the month and the total 
of the receipts and from this sum subtract the total of the payments. 

(4) The difference between the total cash receipts, which includes the cash 
on hand at the beginning of the month, and the total cash payments should be 
the same as the cash on hand or the cash on hand plus the balance in the bank. 
This is known as the cash proof. 


Cash Over and Short. When the cash does not prove, it is necessary 
to verify all calculations to detect the error. When the error can not be de- 
tected, it may be recorded in an account with the title ““Cash Over and Short’. 
The method of handling cash should be such that proof may be effected, mak- 
ing an account for errors unnecessary. 


Ruling the Cash Book. The cash book is males with single and double 
lines at the end of each month as in the illustration above and on the opposite 
page. The single lines are drawn on the same line on each side and the double 
lines one line below the single lines. The single lines are drawn across the dol- 
lars and cents columns only and the double lines across the same columns and 
the folio and date columns as in the illustration. 

When the cash book is ruled, the balance is entered on the payments 
side to make the two sides equal and carried down below the ruled lines, or to 
the top of a new page, under date of the next business day as in the illustra- 
tion. It is customary when ruling the cash book to begin the transactions 
for the next month at the top of the page so that receipts and payments will 


be opposite each other. 
Exercise 55, Cash Book ae 


(ORAL OR WRITTEN) 


1. ‘May 6. Received $21.65 for cash sales to date. ”” State the method of re- 
cording this transaction. 
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Illustration 23, Payments Side of Cash Book 


2. “April 1. Paid April rent, $83.33.”’ State the method of recording this 
transaction. 


8. “March 11. Received from W. H. Miller $36.50 in full of account.” State 
the method of recording this transaction. 


4. “June 4. Gave Moore Bros. a check for $125.60 in full of account.” State 


- 4 of recording this transaction. 


. 5. Cash is proved May 15. The total of the receipts side of the cash book is 


yr 


$2,150.00 and the total of the payments side, $1,360.00. The balance in 
- the bank is $420.00. If the cash records agree with the cash, how much 
money is on hand in the safe or cash register? _ 


6. Cash was proved July 7. The amount of cash on hand was $165.00 and 
in the bank $35.00. The total of the receipts side of the cash book 
was $1,240.00. If the cash proved, how much was the total of the. 
payments side? 


7. Cash was proved December 9. The cash on hand was $122.50. The 
total of the cash receipts journal was $2,480.00 and the:cash payments 
journal, $1,620.00. If cash proved, what was the bank balance? 


8. If you were keeping books for a local business firm and at the end of the 
day, November 16, the difference between the cash receipts journal and 
the cash payments journal was $2.00 less than the cash on hand, what 
would you .'o about it? 

9. November 25. .A charge customer called and stated that he had paid you 
$2.00 on account but he had not received credit for it, which accounts 
for the error of November 16. What entry would be required to adjust 
the account because of this error? 
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Exercise 56, Posting from the Special Journals 


(1) The cash book on pages 132 and 133 contains a record of the cash 
transactions completed by E. B. Tate during the month of May. It is de- 
sired to show this same information in account form. Post from these illus- 
trations, allowing five lines for each account, and take a Trial Balance. 

(2) The purchases journal on page 116 and the sales journal on page 120 
contain a record of the purchases and sales made by E. B. Tate during the 
same month. It is desired to record these in the same ledger as the one in which 
the cash transactions are recorded. Post to the same accounts resulting from 
completing the above instructions and take a Trial Balance. 

(83) Compare the accounts in this ledger with the accounts in the ledger 
on pages 81 and 82. Ascertain the reason for the discrepancy. 


Exercise 57, Cash Book 


January 1, H. H. Goodman, a retail grocer had on hand the following 
assets: cash, $618.50; merchandise inventory, $1,151.40; Central Hotel 
owed him, $155.10; he owed Brown Bros. $485.45. During January he com- 
pleted the following cash transactions: 


4, Paid January rent, $60.00. 
_ 5. Paid $192.00 for a cash purchase of merchandise. 


6. Received $30.00 for sundry cash sales. 
Paid Brown Bros. $75.50 in full of purchase of December 7. 


9. Received from Central Hotel $40.00 on account. 
3. Received $40.00 for sundry cash sales. 
17. Paid Brown Bros. $184.95 in full for purchase of December 18. 
18. Received from Central Hotel $35.00 on account. 
20. Received $50.00 for sundry cash sales. 
_ 24. Received from Central Hotel $30.10 in full for sale of December 27. 
27. Received $42.50 for sundry cash sales. 
29. Received $50.00 from Central Hotel in full of account. 
30. Paid Brown Bros. $275.00 in full of account. 
31. Paid bookkeeper’s salary, $125.00. 


Instructions. (1) Record the assets, liabilities and proprietorship January 
1 in the journal (page 48) and the cash transactions for the first thirteen days 
in the cash book. Prove cash, balance $401.00, and post; allow six lines for . 
Central Hotel and Sales accounts and five lines for each of the other account. 


(2) Record the transactions, beginning with the 17t), in the same cash 
book. Prove cash, balance $73.65, and post to the same ledger. 

(3) Rule the cash book. Post the totals to the Cash account and prove 
the posting by a Trial Balance. 


CHAPTER XII 
THE GENERAL JOURNAL 


When special journals are provided for purchases, sales, and cash, it is 
necessary to provide another journal in which to record those transactions 
of a general nature which cannot be recorded in these special journals. The 
following discussion relates to the method of recording some of those transac- 
tions which cannot be classified and recorded in a special journal. 


The General Journal. Those transactions which cannot be recorded 
in special journals are recorded in the journal. To avoid confusion when re- 
ferring to journals, it is customary to describe the journal as the general jour- 
nal. ‘The ruling is usually the same as that illustrated on page 29 unless the 
nature of the transactions requires additional columns in order to record the 
facts in the most efficient manner.. 


Posting from the General Journal. Each debit amount is posted 
to the debit side of the account written on the same line in the journal, and 
each credit amount, to the credit side of the account written on the same line 
in the journal. The date and page of the general journal are entered in the 
appropriate columns of the ledger; the letter “J” is written before the page 
number to indicate the book of original entry from which the amount was 
posted. When the posting of a debit or credit item has been completed, the 
ledger page number is written in the folio column of the general journal. 


The entries in the general journal may be classified as (1) opening en- 
tries, (2) current entries, (8) correcting entries, (4) adjusting entries, and (5) 
closing entries. 

Opening Entries. The purpose of the opening entry is to record on the 
ledger the assets and proprietorship or the assets, liabilities and proprietorship 
at the beginning of business or a fiscal period. The opening entry is made in 
the cash book when cash is the only asset invested and there are no liabilities. 
If there are assets other than cash invested in the business, the opening entry 
is made in the general journal and cash book. 

The Balance Sheet is used as a basis for making the opening entry in the 
general journal. When an opening entry is made in the general journal, it is 
necessary to record the assets, liabilities, and proprietorship shown on the 
Balance Sheet. This is effected through recording as a debit to the appro- 
priate account each asset, as a credit to the appropriate accounts each liability, 
and as a credit to the Capital account the proprietorship on the Balance Sheet. 
When the journal entry is posted, the assets, liabilities and proprietorship 
‘will be recorded on the ledger in accounts with appropriate titles. 
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At the beginning of the fiscal period, July 1, A. W. Ivy wishes to have a 





A. W. IVY new ledger opened for 

BALANCE SHEET, June 30, 19 recording the transactions 

— i at ee eee GUNG) She Den emer 

Assets: ll | Liabilities: | | period. The Balance Sheet 
hea Rec, tesa! Ace ee ie _| 421 50 in the illustration at the 


A. B. Lowe | 44 \25 
R. C. Deam |} 127/65 
i 90 

55 


Mdse. Inv. 2751 


Total Liabilities 800. g4__ bilities and proprietorship 


Proprietorship: 
A. W. Ivy, Cap. || 4058 a1 


aren caeis ee | Total Liab. & Gap. | 4358 95 
aul aes 


The illustration at the right shows the entry in the general journal which, 
when posted, will produce 
a new ledger with the July 1, 19 
proper account balances. 
Each asset account is deb- hie pane Ce 
ited for the amount of the oe: RMAC 
asset stated on the Bal- 
ance Sheet, each liability 
account is credited for 
the amount of the liabil- 
ity stated on the Balance 
Sheet, and the Capital 
account is credited for the present capital. When this entry is posted, the 
account balances in the ledger will show the assets, liabilities and proprietor- 
ship stated on the Balance Sheet. 


} 

. 

| : : 

) B. L. Meis _ 879 44 left shows his assets; _lia- 
| 

| 

| 


at the close of the fiscal 
period, June 30. 















Merchandise Inventory.... 
JOWES BLOSie er ee eee 
Be Meis pr se toes 
A. W. Ivy, Capital...... 
To record the Balance 

Sheet of June 380. 


379 44 
















The entry to record the cash in the cash book is: 


CasH Receipts 


aes Ae ar a aso ————— 
1 4 Bae » City Bank | . 1879 . 
if II | 


July 

The check mark in the folio column in the illustration above shows that 
the amount is not to be posted to the credit of any account; the amount is 
entered in the second money column of the cash book so it will not be posted 
as a debit to Cash at the end of the month since only the entries in the first 
column are posted. This entry, therefore, has no effect on the ledger, but is 
simply for the purpose of making the cash book agree with the ledger account. 














Current Entries. There are various current transactions which by their 
nature can not be recorded in the special journals. For example, (a) the re- 
turn of merchandise by a charge customer, (b) the return of merchandise to a 
creditor, (c) the receipt of a note from a charge customer, and (d) the issue of 
a note to a creditor. These transactions show the need for the general journal 
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as a means of recording current transactions which can not be recorded in 
special journals. 


July 1. Received from C. A. Dodson, a charge customer, a 
30-day note for $118.10 in full of account. 





The entry in the illus- July 1, 19 
PLACA cate CVG: Ug S110 Ws eg 
the method of recording Notes Receivable........ | 118 10 | 
this transaction in the er Paes -day_ pots | | fake 
i| 
| 


general journal. | in full of account. 


| 


Correcting Entries. When an error is the result of incorrect posting, 
the correction is made by drawing a line through the amounts posted incor- 
rectly and by completing the posting correctly. When the wrong account 
title is stated in the book of original entry and the error is not discovered 
until after the entry is posted the correction will require an entry in the gen- 
eral journal. If the error is discovered before posting, lines may be drawn 
through the incorrect entry, and the correct entry with complete explanation, 
made below. Erasures or changes in a book of original entry are not con- 
sidered desirable since such changes may indicate that someone is altering 
the books for the purpose of defrauding the owner. 


July 31. Received from C. A. Dodson check for $118.10 for 
note due today. 


Through error the bookkeeper recorded this transaction in the cash book 
as follows: 


CASH Receipts 





July 31 C. A. Dodson In full of account | 118 10 ie 
3 | pod 

When this entry is posted, the account with C. A. Dodson will be credited 
for $118.10 and the face of the note, $118.10, will remain in the Notes 
Receivable account. The 
August 2, 19 entry in the general jour- 
“| nal required to correct this 
118/10 error is shown in the illus- 
tration at the left. When 
| | this journal entry is 
posted, the ‘debit to the 
account with C. A. Dodson will offset the credit in his account because of the 
error in the cash book entry. The credit to the Notes Receivable account 
will cancel the debit to this account which should have been canceled through 


the entry of July 31. 














| 
CrrA DodsOMtrntcva tee ates | 118 |10 
Notes Receivable...... 
To correct error in 
cash book entry July 31 | 
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Adjusting Entries. The entries required at the close of the fiscal 
period to record the cost of sales, expenses because of supplies or services con- 
sumed, and income which may not have been recorded are referred to as 
adjusting entries. Since adjusting entries are made at the close of the fiscal 
period and at the time the ledger is closed, they may be included with the 
closing entries. Adjusting entries are illustrated in the first entry on page 
104, and in the entries on pages 142, 145 and 149. 


Closing Entries. The entries required at the close of the fiscal period 
to summarize the income and expenses in the Profit and Loss Summary ac- 
count and to close the summary account are referred to as closing entries. 
Closing entries are usually made at the same time as adjusting entries, hence 
the two classes of entries need not be separated. 

The distinction between adjusting and closing entries is that the former 
are those required to record the amounts in the Adjustments columns of the 
Working Sheet and the latter, those required to record the amounts in the 
Profit and Loss Statement columns of the Working Sheet. The second, third, 
fourth and fifth entries in Illustration 16, page 104, show closing entries. 


Exercise 58, Special Journals 
(ORAL OR WRITTEN) 


1. May 1. Issued check No. 37 in payment for rent. (a) In what book of 
original entry will this transaction be recorded? (b) What will be the 
title of the account debited if only rent is to be recorded in it? (c) How 
will the information be stated in this account? 

2. What is the position of (a) the cash receipts journal u in the cash book? 
(b) cash payments journal? 

3. Total cash receipts, $3,500.00; cash payments, $2,160.00; cash in the 
bank, $780.00. If cash proved, how much cash is on hand? 

4. To what accounts in the ledger are (a) the total purchases for the month 
posted? (b) the total sales? (c) the total cash receipts? (d) the total 
cash payments? (e) When are these totals posted? 

5. If the cash balance at the beginning of the month is $1,274.54, and through 
error the amount is entered in the first column and posted to the Cash 
account with the total receipts at the end of the month, what effect will 
the error have on the Trial Balance? Why? 

6. In what books of original entry are the transactions represented by the 
following business papers recorded: (a) rent receipt? (b) stub of a re- 
ceipt? (c) stub of a check? \(d) check received? (e) receipt received? 
(f) sales ticket? (g) purchases invoice? (h) note? (i) note stub? 

7. June 1. C. H. Joy began business with the following assets: cash, 
$2,500.00; merchandise inventory, $1,500.00; equipment, $500.00. 
State the book of original entry and entry to record this investment. 


—— 
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: Exercise 59, Opening Entry 


The Balance Sheet below shows the assets, liabilities and proprietorship 
of A. L. Robb at the beginning of business on the date stated: 














A. L. ROBB 
BALANCE SHEET, July 1, 19 
Assets: Liabilities: 

Cashees..: : EF is RNa RA 1250/78 Notes) Payable: .5...sesee coon 1000 

Notes Receivable............. 418/50 Accounts Payable: 

Accounts Receivable: DNs. 246) vate ae ae 329/50 
lea AGEN aia cee Sates 116/50 CV aL ays ga arineeet f , Statens ot 79|25 
CE SGTOME: «6.6. 5u cue 329/80 SSS 
Ee SUN a SO cen he 44|50 Total Liabilities.......... 1408/75 

Merchandise Inventory........ 4216|35 || Proprietorship: 

ASL Robb; Capital. 5. .n.4. 4967/68 
Total Assets.................... || 6876/48 || Total Liabilities and Prop........|| 6376/48 



































Instructions. (1) Make the opening entry in the general journal to record 
in the ledger the facts stated on the Balance Sheet. 
(2) Make the entry in the cash book to record the cash balance. 


Exercise 60, Entries in the General Journal 


(1) September 1. Make the entry to record in a new ledger the facts 
shown in the Balance Sheet below; enter the cash balance in the cash book. 
Post the entries; allow four lines for each account. Take a Trial Balance. 


W. L. Watts 
BALANCE SHEET, August 31, 19 









































Assets: Liabilities: 

AC ASIAN AGM oh cs a ass 762/55 Accounts Payable: 

Accounts Receivable: AS Ta, Mann) & Cos. eae eee 755/42 
J, DaMlason ens. =. 0s: 329/50 Joseph C,’Mance...........50685 329/50 
JB. Maconar a... 256/55 —|— 
Ne Li, SL AVAL oi. 5.8 cscered he 79|55 NotalcMiabilities ties. cat se 1084/92 

Merchandise Inventory... || 2947|60 || Proprietorship: 

Wis aes Watts; (Capron on ce Gia an eat te 8290/88 
Total Assets......... || 4875/75 || Total Liabilities and Proprietorship... . || 4375/76 


(2) September 7. Allowed J. B. Mason credit for $33.50 for merchandise 
purchased from him. Record this transaction in the general journal. 

(3) September 15. Gave A. L. Mann & Co. cash, $255.42, and a note due 
in 830 days for $500.00 in settlement of his account. Record these transactions 
in the cash book and general journal. 

(4) September 23. - J. B. Mason reported that the amount of his account 
as shown by a monthly statement is $64.50 more than the sales tickets received. 
Upon investigation it was discovered that this error was due to the fact that 
a sale for this amount made to J. B. Macon had been debited to the account 
with J. B. Mason instead of J.B. Macon. Make the correcting entry. 


When an error in posting is detected in a subsequent fiscal period, the correction should 
be made through an entry in the general journal. 


% 


CHAPTER XIII 
SUPPLIES, INSURANCE AND EQUIPMENT 


A merchant must have wrapping paper, twine, and containers for use 
in the sale of merchandise, and equipment in the store room to display his mer- 
chandise. Equipment is also needed in the office to facilitate the clerical work 
to be done there. A prudent business man will insure his property. The 
discussion in this chapter relates to the method of recording transactions in 
which supplies, insurance, and equipment are purchased and the method of 
recording the expense at the close of the fiscal period because of use of the 
supplies and equipment and expiration of insurance. 


Supplies. Material needed in connection with the sales of merchandise 
and the operation of the office, which will be consumed within a short period 
of time, isreferred to as supplies. Paper, twine, paper bags, and various types 
of containers will be needed in taking care of the sales of merchandise. Sta- 
tionery, pencils, tablets, ink, and material of like character will be needed for 
the efficient operation of the office. The material mentioned may be described 
as supplies or if it is desired to make the title more descriptive, as office sup- 
plies, store supplies, shipping supplies, advertising material, etc. 


Purchase of Supplies for Cash. When cash is paid for supplies pur- 
chased, the transaction results in a decrease in the asset cash and an increase 
in the asset supplies. Since the supplies are not to be sold, the increase in the 
asset is not recorded in the Purchases account which shows merchandise pur- 
chased for resale, but in a separate account with Supplies. To record a cash 
purchase of supplies, it is necessary to debit the Supplies account and credit 
the Cash account. 


May 3. A. W. Kirk, a retail druggist, paid $20.50 in cash 
for wrapping paper and cord. 


The entry to record this transaction on the payments side of the cash 
book is: 
CasH Payments 


When this transaction is posted, the Supplies account will be debited for 
$20.50, and the $20.50 will be included in the total credited to the Cash account. 


Purchase of Supplies on Credit. When supplies are purchased on 
credit the transaction results in an increase in the asset supplies and an in- 
crease in the liability accounts payable. A transaction of this nature is re- 
corded in the general journal because if recorded in the purchases journal, 
it will result in a debit to the Purchases account whereas it should be recorded 
as a debit to the Supplies account. 





8 | ae ina cps 
May} 38) 141 | Supplies 50 











Purchased paper and cord | 20 








140 


Ch. 13] SUPPLIES, INSURANCE AND EQUIPMENT . 141 


May 15. A. W. Kirk purchased 2 gross bottles from Ray & Ray, 
terms 30 days, $38.75. 














The general journal May 15, 19 
entry to record this trans- ————--— = eee 
action is shown in the il- 4 Lsuppliose ota ko '\ le 3 28.75 | 
lustration at the right. Lb ey Dore bot . He is 
The debit to the Supplies tles on 30 days’ time. | 
| 


account records the in- | 


crease in the asset supplies and the credit to Ray & Ray records the increase 
in the liability accounts payable. 


Consumption of Supplies. The twine, wrapping paper, letterheads, 
envelopes, and other supplies purchased for use are consumed in the daily 
operations of the business. The use of each item of supplies could be regarded 
as a transaction and the increase in expense and decrease in the asset supplies 
recorded at the time the supplies are used. This plan usually would not be 
practical because of the clerical work necessary to record the use of each item. 
For this reason, it is customary at the close of the fiscal period to record in one 
amount the expense because of the supplies consumed during the period. 


Entry to Adjust the Supplies Account. The entry at the close of the 
fiscal period to record the cost of all the supplies used during the period as 
an expense is referred to as an entry to adjust the Supplies account. This 
adjusting entry requires a debit to an expense account with an appropriate 
title (usually Supplies Used) and a credit to the Supplies account. 


. The amount debited and credited is the difference between the total 
supplies purchased and the inventory of supplies. The balance of the Supplies 
Account at the close of the fiscal period shows the total purchases of supplies 
during the period. An inventory of supplies on hand at the close of the fiscal 
period ascertained in the same manner as merchandise inventory shows the 
asset value of the supplies. The difference between the supplies purchased 
and the supplies:'on hand is the expense because of supplies used. 


The account in the illustration at the right is the result of posting the 
entries on pages 140 and 











: Ss 
het tno: iis Ee 
account is $59.25, the net May | 3| Cc 140|| 20 50. | | 
cost’ of supplies pur- Ft 6| = Jji41)) 38/75 | | 
chased. At the close of ia Ne? HI wi Ke 














the fiscal period, May 31, an inventory of supplies shows the value to be 
$26.75. 


The illustration on page 142 shows the journal entry necessary to adjust the 
Supplies account so that its balance will show the asset value of the sup- 
plies on hand May 381, and the ledger accounts resulting from posting. It will 
be observed that the difference between the net cost of supplies, $59.25, and 
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the value of the supplies on hand, $26.75, is recorded as a debit to the Supplies 


May 31,19 














Used account and as a 
credit to the Supplies ac- 






































Las Pe cree I) tap count. When this entry 
fot CSeupliese en ee | szlso is posted, the balance 
To transfer the value of the of the Supplies account, 
| eopplies users | $26.75, is the asset value 
of the supplies on hand. 
eS he Se eee The balance of the 
Lies be “pl ops eee el) Supplies Used account, 
Pr kas 14/38 Pall *Y [Siltmav. >| clzelas $82.50, is the expense re- 
foie | |-. sulting from the consump- 

| 59 \25 : ; 
——— — tion of supplies. The 
June Tiny v| | | | Supplies account is ruled 
| and the balance carried 
as Supplies USED __ down under date of June 
19 oh ‘| | 1 to show the asset value 
Mey atet aaa a | | at the beginning of the 
Since this 





























new period. 
entry adjusts two accounts so that the balance of each will show the correct 
facts, it is an adjusting entry. 


SUMMARY OF SUPPLIES ACCOUNTS 


The Supplies Account is a record of the increases and decreases in the 
asset supplies. 

This account is debited for increases through purchases and credited with 
decreases through supplies consumed. 

The debit balance at the beginning of each fiscal period is an asset. 


The Supplies Used Account is a record of the age because of sup- 
plies consumed in the operations of the business. 

This account is debited at the close of each fiscal period for the cost of 
the supplies used during the period. The amount of this debit is the differ- 
ence between the total supplies purchased and the supplies inventory. 

The debit balance of the Supplies Used account is an expense and is closed 
into the Profit and Loss Summary account. 


Exercise 61, Purchase and Use of Supplies 
(ORAL OR WRITTEN) 


1. The debit balance of the Supplies account at the close of the fiscal 
period is $162.50. The inventory of supplies is $32.50. State the entry or 
entries necessary to record the expense because of supplies used. 


« 
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2. The check removed from the stub in the illustration at the right was 


signed by O. A. Winger, a retail 
merchant. The purpose of the 
check is explained on the stub. 
(a) In what book of original entry 
will the bookkeeper for Mr. Winger 
record this transaction? (b) What 
account is debited? (c) Credited? 
(d) Why? (e) What effect does 


this transaction have on the assets?. 


(f) When will the asset supplies 
become an expense? 


NO.3z27 
Date Dota 27 19723 
Favor Of eeeet Peet 


Po. Laatiheg Aahaet 


Accounts 


Amount of Check S 





3. The purchases invoice below was rendered to O. A. Winger. (a) In 





~ J S 


what book of 
original entry 
WOODS PAPER & TWINE CO. ainisenaties 
B paper . corded? (b) 
Rope and Twine 1521 Broadway Why? (ce) 
Also Direct Mill Agents What ac- 
seit flee: count is deb- 
0. A. Winger, qs ate aelatte ited? (d) 
tech weanenle Shipped Via Truck Credited? (e) 
What effect 
5 pkga. 24 x 36 Brown Service Kraft 480 1bs. . : does the 
. zeete Ne eee ara Java Twine 265 lbs. ° ° transaction 
have on the 
assets? 


4, The balance of the Supplies account at the close of the fiscal period 
was $425.50 and the supplies inventory, $125.25. (a) State the entry necessary 


- to record the expense because of supplies used during the period. (b) State 


the entry necessary to transfer the expense account to the Profit and Loss 
Summary account. (c) What is the balance of the Supplies account at the 
beginning of the next fiscal period? (d) Is it an asset or a liability? 


5. The account at the right contains a record of the supplies purchased 
by O. A. Winger during the month of May. (a) If none of the supplies have. 
been used, what does the 








SUPPLIES 
balance represent? (b) If i is 
all the supplies have been May | 3 22|50|| May |17 Bee 
used, what does the bal- 7 ee ie 





ance represent? (c) If the 28 ie 
value of the supplies on 
hand is $34.50, what does the balance represent? (d) What entry, if any, 
would be required to adjust the account under each condition mentioned in 
questions (a), (b) and (c). 
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6. If the business is operated on a calendar year basis, (a) on what date 
will the general journal 
entry illustrated at the 

50 left be recorded?  (b) 
What will be the expla- 

nation? (c) If the value of the supplies inventory is $29.80, what is the total 

purchases of supplies for the year? 


Supplies: Usedt..o-e. eae 


SUDDMESLt A sclera Meee 105 


























INSURANCE 


Insurance. The protection against loss on assets from fire or other 
causes is referred to as insurance. This protection is provided by insur- 
ance companies. The amount paid an insurance company for insurance is 
referred to as the premiwm. The payment of this premium provides the 
desired insurance for the contract period, usually twelve months. The con- 
tract executed by an insurance company in which it agrees to provide pro- 
tection against loss is known as an insurance policy. 


Prepaid Insurance. The premium is paid to the insurance company 
at the time the policy is issued. When cash is paid for insurance, the transaction 
results in a decrease in the asset cash and an increase in an asset known as 
prepaid insurance. This prepaid insurance is an asset at the time the pre- 
mium is paid because it is protection for the ensuing twelve months. The 
asset is of the same nature as supplies, that is, it will eventually be consumed, 
but it is an asset at the time of purchase. 


May 2. A. W. Kirk, the retail druggist referred to in connec- 
tion with previous transactions, paid $60.00 in cash for the 
premium on a $5,000.00 one-year policy issued May 1. 


The entry to record this transaction in the cash book is: 


CASH Payments 











60 7 | | 
| | 
When this transaction is posted, the Prepaid Insurance account will be 


debited for $60.00; the credit to the Cash account will be included with the 
total posted at the end of the month. 


The purpose in buying the insurance is to afford protection for a definite 
time, usually one year, hence the asset value of the prepaid insurance will de- 
crease day by day. The amount of this daily decrease could be recorded at 
the close of the day. It is not, however, customary to do this because of the 
clerical work required. The usual plan is to record in one amount at the 
close of the fiscal period the expense because of the expired insurance. 


Prepaid Insurance | Premium on $5000.00 Insurance | 


| 


Oe Me 
May | 2 | 145 














The amount of the expense because of expired insurance is determined at 
the close of each fiscal period from the policy. If A. W. Kirk operates on a 
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monthly fiscal period, one-twelfth of the premium paid for the policy of May 
2 will have expired at the close of the monthly fiscal period May 31. The 
asset value of the prepaid insurance at the close of May is $55.00, hence the 
expense because of expired insurance is $5.00, the difference between the full 
premium, $60.00, and the present asset value of the premium, $55.00. 


The journal entry in the illustration at the right records the expired in- 
surance. The debit to the 
Expired Insurance account 4 | Lge ota eh ee ol _| 
records the increase in the 145} Prepaid Insurance........ | 
expense and the credit to | | Lees Be oie | 
the Prepaid Insurance ac- Ry | 
count records the decrease in the asset prepaid insurance. This is an adjus- 
ting entry. 

When the cash book entry on page 144 and the journal entry above have 
been posted, the Prepaid 
Insurance and Expired In- 








i 


PREPAID INSURANCE 





‘19 


























| {19 i. surance accounts will ap- 

ete palsy i = Mey i 4 ahs) s\— pear as in the illustration 
lool i Wide a "pene at the left. The Prepaid 

ie | ages ee ive ie aa |__ 8"! __ Insurance account is ruled 
Tune q | PA a | | | and the balance carried 
, , down under date of June 1; 

EXPIRED INSURANCE the debit balance, $55.00, 

image err aaa Aas val ina —— = shows the asset value of 
May a J us, ce Paeh | the prepaid insurance. The 
; So at cae | I | debit balance of the Ex- 











a pired Insurance account, $5.00, shows the expense because of expired insurance. 


SUMMARY OF INSURANCE ACCOUNTS 


The Prepaid Insurance Account is a record of the increases and de- 
creases in the asset prepaid insurance. 

This account is debited for the increases because of premiums paid and 
credited for decreases because of insurance expired. 


The debit balance at the beginning of each fiscal period is an asset. 


- The Expired Insurance Account is a record of the expense because of 
expired insurance. 

This account is debited at the close of the fiscal Berod for the amount of 
the insurance expired during the period. The amount of this debit is the 
difference between the total premiums paid and the value of the unexpired 
insurance. 

The debit balance of the Expired Insurance account is an expense and 
is closed into the Profit and Loss Summary account. 
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Exercise 62, Purchase and Expiration of Insurance 


(ORAL OR WRITTEN) 


1. The check removed from 
the stub in the illustration at the 
right was signed by C. J. Otis, a 
retail merchant. The purpose of 
the check is explained on the stub. 
(a) In what book of original entry 
will the bookkeeper record this 
transaction? (b) What account is 
debited? (ce) Credited? (d) Why? 
(e) What effect does the transac- 
tion have on the assets? 


No.2 


Dates 4 ___ 19) 


Favor Re 2 SI, Ce 


For LLccctseslees lie dectmascetiscligy 


Accounts 


Amount of Check $Z@Q2=> 





2. The account below contains a record of the insurance paid by C. J. 


Otis during the fiscal year beginning July 1. 


PREPAID INSURANCE 


(a) What is the asset value of 
the insurance (stated in 








account) at the close of 





1928 

July | 1/1 year 88/65 
Aug. | 1)1 year 62/50 
Dec. | 1|1 year 55|— 
1929 i 


May | 1/1 year 76/25 
Gale (j 


the fiscal year, June 380? 
(b) What entry will be re- 
quired to adjust the Pre- 
paid Insurance account? 
(c) In what book of origi- 


nal entry will this be recorded? (d) Which of the two accounts affected will 


be open after the ledger is closed? 


3. At the close of the calendar year, the two accounts in the illustration 


at the right are in the 
ledger of Robert Cum- 


SUPPLIES 





mins, a retail merchant. a 
(a) Which of these ac- 
counts may be adjusted 
without additional infor- 





2'Inven. 
Mar. |15) ~ 
Aug. |29 


19 . 
68)50]] Sept. | 2 3/50 
72)40 


PREPAID INSURANCH _ 








mation? (b) Which of 
these accounts may not ae 
need adjustment? (c) Aug. 
Why? (d) When will each 





ear 
ear 





240 
180 


| 




















; 


policy recorded in the Prepaid Insurance account expire? 


4. C. J. Owens, a retail merchant, had his merchandise insured for 


$12,000.00. The insurance rate was $19.75 per thousand (a) What was the 
amount of the check required to pay the premium? (b) In what book of 
original entry was the check recorded? (c) What account was debited? 
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5. The account at the left appears in the ledger of Robert Joyce. A. C. 
Potter, the charge customer, is an insurance agent. April 1, Robert Joyce 
purchased from A.C. Pot- 








A. C. POTTER ter a $5,000.00 insurance 
ot li handise at 
policy on mercnandise a 
Mar. | 6 
“Ire| (83 | 15la0 | | $18.65 per thousand. A. C. 
89) 56) 


- [28 S99 || 32]50 Potter is to be credited 
| | with the amount of the 

premium. (a) In what 

book will this transaction be recorded? (b) What account is debited? (c) 
Credited? (d) What effect will this transaction have on the account with A. 
C. Potter? nA Koy. Me eS 


EQUIPMENT vayrn 


Equipment. Assets other than supplies may be needed for use in the 
operation of the business. Typewriters, desks, adding machines, and various 
other types of office appliances may be required in the office. Display cases, 
counters, tables, and scales may be required in the store. These assets differ 
from supplies in that they will not be consumed within a short time. 

Containers may be consumed through use within a few days after they are 
purchased but a display case may be in use for several years. Office stationery 
such as letterheads and envelopes may be consumed through use within a few 
weeks or months after they are purchased, but a typewriter or desk should be 
serviceable for several years. The assets which will not be consumed in a 
short time are usually described as equipment, or if a more descriptive title is 
desired, office equipment, storeroom equipment, or shipping room equipment. 


UV 


The Purchase of Equipment. When cash is paid for.equipment pur- 
chased, the transaction results in a decrease in the asset cash and an increase 
in the asset equipment. Since the equipment is not purchased to be sold but 
to be used in the business, the increase in the asset is not recorded in the Pur- 
chases account but in a separate account with equipment. A cash purchase 
of equipment is recorded on the payments side of the cash bock as a debit to 
the Equipment account. 

May 1. A. W. Kirk, the retail druggist referred to in previous illus- 

trations, paid $150.00 cash for a display case. 
The entry to record this transaction in the cash book is: 


Cas 
Payments 





ee: a 


19 “po 

May | 1 |149 | 
When this entry is posted, the Equipment account is debited for $150.00. 

At the end of the month when the total cash payments is posted, the $150.00 


will be included with the sum recorded on the credit side of the Cash account. 





ae SS SS RT = —— 
Equipment Purchased dispiay case | 150 |— 
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When equipment is purchased on credit, the transaction results in an in- 
crease in the asset equipment and an increase in the liability accounts payable, 
or if a note is given, an increase in the liability notes payable. A transaction 
of this nature is recorded in the general journal because if recorded in the pur- 
chases journal, it would result in a debit to the Purchases account. 


May 2. A. W. Kirk purchased from Davis Bros. one soda fountain, 
terms, 30 days, $1,200.00. 


The entry in the general journal to record this transaction is shown 

in the illustration at the May 2, 19 
right. The account with 
Equipment is debited to arr 
record the increase in the ke 
| 
| 








| 
Davis! Bros.pe. aes cee | bbs 
| 
. 


Bought 1 soda foun- | 


{| 
9 Bau Equipment oe ae vom. | 1200 
| tain on 30 days’ time. | 


asset equipment and the 
account with Davis Bros. | 
credited to record the increase in the liability accounts payable. 


i 
| 


Depreciation. The decrease in value of the equipment through its 
use is referred to as depreciation. This decrease in the asset results in a cor- 
responding increase in the expenses. The exact amount of this expense can 
not be known until the equipment is sold, exchanged or discarded. 


Since it is desired to record all the expense for each fiscal period so that 
the owner may know his profit for the period, it is customary to estimate the 
depreciation on equipment applicable to the period. The amount of this 
estimated depreciation is recorded at the close of-the fiscal period as one of 
the expenses for the period. The depreciation for each day could be estimated 
and recorded but this would not be practical, hence the record of the expense 
is made at the close of the fiscal period in one amount. 


Method of Recording Depreciation. At the close of each fiscal period, 
_ the amount of depreciation is estimated and recorded as an expense. Depre- 
ciation Expense account may be. debited for the estimated expense, and 
Equipment account, credited. The balance in the Equipment account would 
then show its estimated value at the close of the period. 


It is customary to have the Equipment account show the cost value at 
all times because the owner may have occasion to refer to the cost value when 
purchasing new equipment, securing insurance, or completing some similar 
transaction. To provide this information, the credit for depreciation is not 
to the Equipment account, but to an account with the title Depreciation 
Reserve. When it is desired to ascertain the present estimated value of the 
equipment, the total reserve recorded in the Depreciation Reserve account is 
subtracted. from the total cost recorded in the Equipment account. 


The word ‘‘depreciation” used in connection with the title of an account 
indicates that the amount recorded in the account is based on an estimate. 
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Thus, an account with the title Depreciation Expense indicates that this is 
the estimated expense incident to the decrease in the value of the equipment; 
an account with the title Depreciation Reserve indicates that the credit bal- 
ance is a deduction from the cost of the equipment and that the amount is 
estimated. 


May 31, the close of the monthly fiscal period, A. W. Kirk estimated 
the depreciation on the equipment to be $11.25. This estimate 
is based on ten years use. 
The cost value of the equipment, $1,350.00, with an expected use of ten years and no 


scrap value results in an estimated depreciation of 10% each year or $135.00. The depre- 
ciation for a month is one-twelfth of $135.00 or $11.25. 


The entry in the general journal to record the expense and the decrease 
in the value of the equipment incident to the ownership of the equipment is 
shown in the illustration 





ALES Cae ey at the left. The decrease 





| | | in proprietorship (expense) 
ie | Hie is recorded as a debit to 
| the Depreciation Expense 

| | | account; the decrease in 
the value of the property 

is recorded as a credit to the Depreciation Reserve account. This is an ad- 


justing\ entry. 


i] 


a 
A 9 Depreciation Expense ..... 
9 Depreciation Reserve .. 

To record the estima- | 
i. ted depreciation. | 


ny 
a 
| 





The results of posting the cash book entry on page 147 and the journal 
entries on pages 148 and 
149 are shown in the il- 


























lustration at the right. It enol dl LD | 

will be observed that the | | | May |s1) © un es oe: 
debit balance of the Equip- Donne 

ment account, $1,350.00, ———=—$—=——— aaa 
is the cost of the equip- May 1 © 147, 150|— 

ment and the credit bal- 2 J} 148) 1200|— 

ance of the Depreciation pcan 














lad ERVE 
Reserve account, $11.25, : DEPRECIATION RESERVE 


is the estimated decrease are 
in value because of de- | i | 
preciation. The difference Davis Bros. 
between the two balances ———————————— ea a 
or $1,338.75 is the pres- | | ‘May| 2| 3 148/1200/— 
ent or book value of the | | 

equipment. The book DEPRECIATION _ EXPENSE 

















09 | a 
“May | 31 shes 11|25 











value is an estimated 49 jl r 
value because the amount May 3 aie 149}; 11 25) et . 
of the depreciation is es- | | i 
timated. The equipment +4 ul 


| i {} 
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may be worth more or less than this amount; its real value can be ascer- 
tained only when it is sold. 


SUMMARY OF EQUIPMENT ACCOUNTS 


The Equipment Account is a record of the increases and decreases in 
the asset equipment. 

This account is debited with the increases at cost price through purchases 
and credited with decreases at cost price through sale or exchange. : 

The debit balance shows the cost of the equipment owned, but does not 
show the real value of the asset after the first fiscal period; the asset value is 
the difference between the debit balance and the credit balance of the Depre- 
ciation Reserve account. 


The Depreciation Reserve Account is a valuation account showing a 
record of the estimated decrease in the value of equipment because of depre- 
ciation. 

This account is credited at the close of each fiscal period for the esti- 
mated depreciation. 

The credit balance shows the amount to be deducted from the debit 
balance of the Equipment account to show book value of the equipment. Both 
the cost price and book value are shown on the Balance Sheet through deduct- 
ing the balance of the Depreciation Reserve account from the balance of the 
Equipment account. 


The Depreciation Expense Account is a record of the expense because 
of the estimated decrease in the value of the equipment. 

This account is debited at the close of each fiscal period for the increase 
in expense because of estimated depreciation. 

The debit balance of the Depreciation Expense account is an expense and 
is closed into the Profit and Loss Summary account. The Depreciation Ex- 
pense account is in balance during the fiscal period. 


Expenses. The decrease in assets and proprietorship because of services 
necessary to operate the business is referred to as expense. Descriptive titles 
may be used to designate various types of expenses such as Rent, Salaries, 
Advertising, etc. 

Expenses paid during the fiscal period are recorded as a decrease in the 
asset cash and an increase in the expenses. The appropriate expense account 
is debited and the Cash account credited. 

There are several different expenses which occur daily but are not recorded 
until the close of the fiscal period. These include 

Supplies Used 
Insurance Expired 
Depreciation on Equipment 

The expense because of supplies used and expired insurance is deter- 

mined and recorded at the close of the fiscal period. Supplies used are re- 
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corded as a debit to the Supplies Used account and expired insurance as a 
debit to the Expired Insurance account. 


The exact depreciation on equipment cannot be determined until the 
equipment is sold, but it is estimated at the close of each fiscal period. This 
estimated depreciation is recorded as a debit to the Depreciation Expense 
account and a credit to the Depreciation Reserve account. 

ao 


a 


ei 
Exercise 63, Purchase and Use of Equipment 
(ORAL OR WRITTEN) 


1. “Gave the Harman Desk Company a check for $90.00 in payment for 


an Office desk.” (a) .How will this transaction be recorded? (b) What effect 


does it have on the assets? 


2. (a) In what book of original entry should the information recorded in 
the two accounts at the EQUIPMENT 


right be recorded? (b) {fp 
What should be the ex- Mar. | 
planation? (c) What effect 
does this transaction’ have OFFICE FURNITURE Co. 
on the assets? | | | | 
8. “October 1. Purchased from the Moore Safe Company one Hartford 
safe for $200.00. Paid cash, $100.00 and gave note for $100.00 due in sixty 
days with interest.”’ (a) In what books of original entry will this transaction 


be recorded? (b) How? (c) What effect does the transaction have on the 
equation, “Assets = Liabilities + Proprietorship?” 


4, “January 2. C. O. Robb, a retail druggist, paid $100.00 in cash for a 
typewriter.” The agreement was that it could be used for three years and 
traded in for a new typewriter at a value of $25.00. (a) How much will this 
typewriter depreciate each year? (b) What entry will be made at the close 
of each year to record the depreciation? (c) What will be the book value of 
the typewriter December 31 of the first year, second year, and third year? 


5. “May 1. Miss Mabel Cohen, who operates the Candy Shop, paid cash, 
$200.00, for equipment.” If she operates on a monthly fiscal period basis 
and estimates that this equipment will be of service one hundred months, what 
entry will be required May 31 to record the depreciation on equipment? 


6. July 1. W. T. Risinger, a retail merchant, paid $1200.00 for a deliv- 
ery truck which he estimates will be of service for fifty months, with an ex- 
change value of $200.00 at the end of that time. The truck was destroyed 
by fire thirty-two months after date of purchase. If the truck was fully in- 
sured and he collects book value from the insurance company, what amount 
of cash will he receive? 














oe 











‘ 
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Exercise 64, Supplies, Insurance and Equipment 

March 1, L. B. Cloud invested $5,000.00 in cash in a retail clothing busi- 
ness. During the year ending February 28 next, he purchased supplies, in- 
surance, and equipment as follows: 

Mar. 1. Gave the Office Equipment Company a check for $1,250.00 in pay- 
ment for equipment. 
3. Bought supplies from O. R. Dick & Company on credit, $39.62. 
5. Gave the Acme Manufacturing Company a check for $65.50 in pay- 
ment for containers purchased for use in packing goods sold. 
6. Returned to O. R. Dick & Company, a part of the supplies pur- 
chased on the 3d, $3.75. 
10. Gave M. Franklin a check for $120.00 in payment for premium on 
insurance policy for one year, issued March 1. 
April 7. Purchased supplies from W. H. Lord on credit, $155.50. 
June 15. Gave L. B. Andrews a check for $72.65 in payment for supplies pur- 
chased on this date. 
July 31. Bought supplies from O. R. Dick & Company on credit, $92.55. 
Sept. 1. Gave the Office Equipment Company a check for $250.00 in payment 
for additional equipment bought on this date. 
Nov. 1. Gave M. Franklin a check for $81.60 in payment for premium on 
insurance policy for one year, issued today. 
Dec. 5. Bought supplies from the Acme Manufacturing Co. on credit, $120.00. 
Jan. 7. Bought supplies from Davis Bros. on credit, $44.50. 
Feb. 1. Received $6.50 in cash for sale of containers purchased for use in 
packing goods sold. 
Feb. 28. Inventory of supplies, $67.45. 
Depreciation on equipment, 10% per year. 

Instructions. (1) Record the transactions in the required journals and 
post; allow twelve lines for the Supplies account and seven lines for each of 
the other accounts. 

(2) Record under date of February 28 the expense because of supplies 
used, expired insurance and estimated depreciation for the fiscal year. Post 
and take a Trial Balance. 


The information given under date of February 28 andin the Prepaid Insurance account 
will be used as a basis for the adjusting entries. 


Exercise 65, Prepaid and Expired Insurance 


Albert Snow, a retail merchant, paid cash for yearly insurance premiums 
as follows: 


Duby al Shieh we $127 . 20 February 1...... $ 36.60 
August deg see's 49.80 April vaca 108. 60 
November1.... 66.00 Junesb.2 ae 2 24:00 


Instructions. Show the Prepaid Insurance and Expired Insurance ac- 
counts as they would appear on the ledger at the close of the fiscal periods 
September 80, December 31, March 31, and June 30. 


= 


CHAPTER XIV 
A MODEL SET 


The books of original entry and ledger both containing a record of all the 
transactions completed by a business are usually referred to as a set of books. 
The illustrations in this chapter show the set of books belonging to H. W. 
Good, a retail merchant, during the monthly fiscal period of October. These 
illustrations provide a review of the preceding chapters and include a practical 
presentation of the bookkeeping process applied to the keeping of a set of books. 


Bookkeeping. The work of the bookkeeper, that is, the one who 
keeps books, may be briefly described as follows: 


(1) Recording the opening entry at the beginning of the fiscal period when 
a new business is organized or it is desired to open a new ledger. 

(2) Recording all subsequent business transactions to provide the daily 
and periodic information needed by the owner of the business. 

_(8) Preparation of the monthly Trial Balance to prove the igh of 
debits and credits in the ledger. 

(4) Preparation of the Working Sheet, Balance Sheet and the Profit and 
Loss Statement at the close of each fiscal period. 

(5) Recording on the ledger, through the general journal, the adjusting 
and closing entries at the close of each fiscal period and preparing a Post- 
closing Trial Balance. 


The daily information needed includes (a) the cash balance, (b) cash 
proof, (c) the amount owed by each customer, (d) the amount owed to each 
creditor, (e) the purchases, (f) the sales, and (g) the expenses. 

The periodic information needed includes all the facts necessary to ascer- 
tain the present proprietorship and net profit at the close of the fiscal period. 

When the transactions are recorded so as to provide daily information, 
proprietorship and net profit can be ascertained from the account balances 


in the ledger, after the accounts affected by the inventories and depreciation 
have been adjusted. 


OPENING ENTRIES 


Monday morning, October 1, the assets, liabilities, and proprietor- 
ship of H. W. Good, a retail merchant, stated in equation form are: 


ASSETS $1848.33 = LIABILITIES $326.68 + PROPRIETORSHIP $1521.65 


The Balance Sheet at the top of page 154 shows the nature and value 
of each asset, the nature and amount of each liability, and the proprietorship. 


163 


154 BOOKKEEPING AND ACCOUNTING [Ch. 14 


H. W. Goop s . 
BALANCE SHEET, September SOLS 





= i ay 1 














Assets: | ‘Liabilities: 
* Cash: Notes Payable..............-- 160 |— 
In the Bank...°.... : Accounts Payable: 
OnpHandiner ree : 1016 |68 J. A. Whitney & on .108.66 
Proctor & Gamble.... 58.02)| 166168 _ 
Notes Receivable............. 100 ees 
Accounts Receivable: Total Liabilities.......... 326 | 68 
A. R. Jennings....... ; 
Central Hotel........ : 87|45 || Proprietorship: 
i H. W. Good, Capital........... 1521/65 
Merchandise aN ee 428s 521 |65 
Supplies. . ree 62 |55 
Prepaid Insurance............ 60 | 
PLOUAIRABSEtA mene Smt feet nt 1848 \33 33 | Total Liabilities and Capital | 1848 33 
lene a 


NARRATIVE OF TRANSACTIONS 


During the month of October, H. W. Good completed the following 
transactions: 


(a) 12 purchases of merchandise on credit. 

(b) 17 sales of merchandise on credit and 8 sales for cash. 

(c) 1 cash investment, 12 cash collections from charge customers and 1 
cash collection for a note. 

(d) 7 cash payments to creditors, 7 cash payments for expenses, 2 cash 
payments for supplies, 2 cash withdrawals by H. W. Good and 1 cash payment 
for a note. 

(e) 1 purchase of equipment on credit, 1 note issued to a creditor, 1 note 
received from a charge customer, and 1 return of merchandise by a charge 
customer. . 

The opening entry and transactions outlined above are recorded in the 
journals, pages 155 to 159. The ledger, pages 161 to 166, contains the same 
information as that recorded in the journals. The entries were posted daily 
and the totals were posted at the end of the month. 


The General Journal contains (a) the opening entry (the numbers in 
parentheses refer to the pages of the accounts in the old ledger); (b) three cur- 
rent entries to record transactions which could not be recorded in a special 
journal; (c) an entry to record the expense because of supplies consumed, in- 
surance expired and estimated depreciation; (d) an entry to transfer the in- 
ventory, October 1, to the Purchases account so that this account will contain 
a record of the total purchases; (e) an entry to record the cost of sales through 
transferring the asset value of the merchandise in stock, October 31, from the 
Purchases account to the Merchandise Inventory account; (f) three entries 
to summarize the income, cost and expenses into the Profit and Loss Summary 
account; and (g) an entry to close the Profit and Loss Summary account. 
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‘Illustration 24, General Journal, Page 17 
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Illustration 24, General Journal, Page 18 
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The Purchases Journal below contains a record of the purchases on 


credit made by H. W. Good during the month of October. 


The informa- 


tion for each entry is an invoice similar to the form illustrated on pages 173. 
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Illustration 25, Purchases Journal, Page 12 


The Sales Journal below contains a record of the charge sales made by 
H.W. Good during the month of October. The information for each entry 
is a copy of the sales invoice similar to the form illustrated on page 174, 
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Illustration 26, Sales Journal, Page 13 
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PAGE 14 SALES JOURNAL 
































Illustration 26, Sales Journal, Page 14 


The Cash Book on this and the opposite page contains a record of the 
cash receipts and the cash payments during the month of October. The infor- 
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Illustration 27, Receipts Side of the Cash Book, Page 20 
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mation for each entry on the receipts side of the cash book is a receipt stub 
or check similar in form to the illustrations on pages 77 and 181. The informa- 
tion for each entry on the payments side of the cash book is a receipt or check 
stub as illustrated on pages 75 and 177. 


Cash Proof. Cash was proved, as described on page 131, on October 
6, 18, 20, 27, and 31, and the balances written in small figures in Illustration 
27. The pencil footings (represented by small figures in the illustration) are 
not erased when cash has been proved, thus facilitating the next cash proof. 
The bookkeeper knows that cash proved at the points indicated by small fig- 
ures, hence it is not necessary to check back of these figures when the cash 
does not prove at a subsequent time. 


Opening a New Ledger. When accounts are opened in a new ledger, 
it is customary to group and arrange them in the order in which their balances 
will be reported on the Balance Sheet and Profit and Loss Statement. The 
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Illustration 27, Payments Side of the Cash Book, Page 21 
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accounts in the ledger, pages 161-166, are arranged in the same order as the | 
account balances reported on the Balance Sheet, page 168, and Profit and 
Loss Statement, page 169. 


Ledger Pages. Usually a full page is allowed for each account. In the 
ledger illustrated it is necessary to group several accounts on each page in the 
text as indicated by the page number printed on each account. 


Partial Payments. Letters are used in personal accounts to enable the 
bookkeeper to interpret the relation between debit and credit entries without 
referring to the book of original entry. Thus, an “a” opposite amounts on 
each side of an account indicates that these amounts are related to each other. 

The same letter on each side of an account with a creditor indicates that 
the debit amount is applicable to the credit amount. The same letter on 
each side of an account with a customer indicates that the credit amount is 
applicable to the debit amount. 


Errors. The errors corrected in the books of original entry and the ac- 
counts are explained in Chapter XVI. 


Indexing a Ledger. When a ledger is a bound book or a loose-leaf book 
with numbered pages, it is advisable to index the accounts. The index below 
is applicable to the ledger on pages 161-166. 


INDEX 
A-D O0-Q 
Allen¥ es |C Ont ds eWisc.. te serait, nase aes 38 ParkgHotel tyne Seb tute: eae 9, 13 
ASIC Merete Sole, ha Gath eects os 1 Prepaid Insurance.:............<+> 29 
Wentralt Hotel: sees.. hanes 5 coer 8 Proctor GiGamblew. son. 6 aa- a 08s 35 
Depreciation Expense.............. 62 Profit & Loss Summary............ 63 
Depreciation Reserve............. 5 oul Purchases.s ca atanty eas tere 52 
PICK OOO: pln sins oe tes eh an ae 39 
E-H R-U 
Mauipmenti. ween se ee oe Oe 30 RentdHxpense sn aes ase sea aoe 57 
Hxpired) Insurance... .,...2..00.--.« 61 Salary ixpens@sec io... ea 58 
Franklin Sugar Company........... 36 Supplies: .¢ c.ae ete ee ree 28 
Good) Haw: Capital 0... es s.45) 45 Supplies Used 42.4) «50.406 cee 60 
Good, H. W., Drawing...... Te 46 Sales» iietio Ay oo ye eae Oak. ae: 61 
I-L ‘ 
JenMings,~A. te.n co... coe De age 7 V-Z 
ONTSOT NIGATe mee Lek. kts 10 Whitney&: Gon Jo Ave eee 34 
Lake View Creamery.............. 40 Wilson, James (Cie cen cco ee eee 11 
Word AGM ieee tes thig «icine. Pom) cee 12 Winters Supply Company.......... 37 
M-N 
Merchandise Inventory............ 27 
Miscellaneous Expense............. 59 
Notes Receivable.................. 2 
Notes Payable)... 0.05.05 yeas s 88 


WORK AT THE CLOSE OF THE FISCAL PERIOD 


H. W. Good operates on a monthly fiscal period basis. The Working 
Sheet, Balance Sheet, Profit and Loss Statement, adjusting entries, and the 
entries to close the ledger are illustrated on pages 167-170. The ledger, pages 
161 to 166, contains the results of posting the opening entry, current entries, 
adjusting entries and closing entries. 
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Illustration 28, Ledger, Pages 1-10 


























162 BOOKKEEPING AND ACCOUNTING [Ch. 14 
Bet dian eed 0 Milton : 
oe, 3 LIE Road IA- 4 Z a 
/ i : | 4G is 
OLL- 19 lo dayd soba “ se Cex C200 aye 
SLE) Jotayd 10 LAN | 
2q\ lo Lagd 192 2.62F| //: 2775 | 
PAGE 12 CLxLo2 - 
Sd eae adler 


J aires (0 Layd es HH Ate ee 


PAGE 13 






































htheAotel rere a pe 





















































Obs L2L, Boot Maid g|| 33 comme CsA 27 
26| Becht, VY FA05 27 ick dece’"ay yl Ja 10 
27 K U/ fo 25) 3/ 20 32 i 
297 347,70 2A // 2774) | | 
(4) yew salon Cx Bl gue! _seribe 
le 109% | ea Md | 
im Hi 
i erg 
Ey avertory(i) | bales, Deh 1 “ de 
A, EPL 17 | A . S7\\ 2137 
2a 2/ Zz 6 FS) 3/ Sprevreritoiy 3 el Eg ats 
13 2/ “Acai | . 
ie ‘> a | egizo 
Vlev:\ / Srventory ‘ 47,03 | | . | 
i | 





NOEs Liipatdtrdutance’ 


(G, /7 








at ipa 


Illustration 28, Ledger, Pages 11-29 
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Illustration 28, Ledger, Pages 30-37 
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Illustration 28, Ledger, Pages 38-46 
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Illustration 28, Ledger, Pages 51-58 
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Illustration 28, Ledger, Pages 59-63 
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Working Sheet. The illustration below contains the Trial Balance, October 
31, the net profit for the month of October and the proprietorship at the close 
of the October monthly fiscal period. The net profit and proprietorship were 
ascertained from the account balances on the Trial Balance and the following 
information: merchandise inventory, $1,094.84; supplies inventory, $47.03; 
prepaid insurance, $50.00; estimated monthly depreciation on equipment, 2%. 


The six columns at the right of the Trial Balance column in the illus- 
tration below were used for ascertaining net profit and present proprie- 
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Illustration 29, Working Sheet 
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torship. The account balances on the Trial Balance which show assets, 
liabilities, proprietorship, income or expenses and which are not affected by 
inventories, are extended into one of the four columns at the right. Adjust- 
ments because of inventories are made in the Adjustments columns and the 
adjusted account balances extended into one of the four columns at the right. 
The depreciation reserve is recorded in the Adjustments column and subtracted 
from the Equipment account to show book value in the Assets column. 

The sum of the October 1 merchandise inventory and the balance of the 
Purchases account is the total merchandise available for sale. This sum minus 
the October 31 merchandise inventory is the cost of merchandise sold. | 


Balance Sheet. The illustration below shows a Balance Sheet pre- 
pared in report form from the assets, liabilities, and proprietorship as stated 
in the Balance Sheet columns of the Working Sheet. The facts presented in 
this Balance Sheet show that Assets — Liabilities = Proprietorship. 
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Illustration 30, Balance Sheet, Report Fotm 
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The total assets on the Balance Sheet agrees with the total of the Assets 
column on the Working Sheet because the depreciation reserve is subtracted 
from the Equipment account to ascertain book value. The total liabilities 
on the Balance Sheet equals the total liabilities recorded first in the Liabilities 
column. The proprietorship shown on the Balance Sheet is the sum of the 
net investment and net profit recorded in the Liabilities and Capital column 
of the Working Sheet. 


The Profit and Loss Statement. The illustration below shows the 
income from sales, cost of sales, gross profit on sales, expenses and net profit. 
This information is obtained from the Cost and Expense, and Income columns 
of the Working Sheet. The net profit is the profit on sales minus the expenses. 
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Illustration 31, Profit and Loss Statement 


The Post-closing Trial Balance. The Trial Balance at the top of page 
170 was prepared from the ledger, pages 161-166, after the adjusting and clos- 
ing entries on pages 155 and 156 were posted and the Cash and Capital ac- 
counts balanced. 

The information contained in this Post-closing Trial Balance is the same 
as that shown on the Balance Sheet; each contains the balances of the open 
accounts in the ledger after the ledger is closed. 
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Illustration 32, Post-closing Trial Balance i 
‘ a 
' CLASSIFICATION OF ACCOUNTS 
Each account on the ledger contains a record of the changes in an asset, ; 
a liability, proprietorship, income or expense; the title of the account describes 
the nature of the element. The accounts on the ledger of H. W. Good, pages 
161-166 grouped as suggested are: : 


ASSETS | LIABILITIES — PROPRIETORSHIP INCOME Cost 


Cash Notes Payable H. W. Good, Capital Sales Purchases 
Notes Receivable J. A. Whitney & Co. H.W. Good, Drawing 
A. R. Jennings Proctor & Gamble EXPENSE 
Central Hotel Franklin Sugar Co. Rone henehss 
Park Hotel Winters Supply Co. Sala. Ex 
M.A. Johnson J. W. Allen & Co. Mi neater ae 
James C. Wilson L. B. Dick & Co. ee ies Utel 
Cae Lord Lake View Creamery Brpite a ras 
se. Inventory : 
Supplies Deprec. Exp. 
Prepaid Insurance 
Equipment 


—Deprec. Reserve 
The grouping above is given for classification purposes. Income and 
expense accounts are temporary proprietorship accounts and closed into 
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‘the proprietor’s account at the close of the fiscal period, but are classified as 
income and expenses during the fiscal period. 

Purchases is classified as a cost or an expense because it is shown on the 
Profit and Loss Statement as a part of the cost of goods sold. Each debit 
to the Purchases account represents an increase in the asset merchandise but 
usually the greater part of this merchandise has been sold and that part 
which has not been sold at the close of the fiscal period is transferred to the 
Merchandise Inventory account. 

_ Depreciation Reserve may be classified as a .minus asset or a valuation 
account. Hither classification indicates that the credit balance is not a lia- 
bility, but a deduction from an asset to determine the book value of the asset. 


Exercise 66, Review of the Model Set Cee 


. (ORAL) ; 
-- 1, _ Under what conditions is it necessary to open a new ledger? 
ah The 2. What transactions are recorded in the purchases journal? 
4 of oe. Wat. transactions are recorded in the sales journal? 
on * 


#4; What transactions are recorded (a) on the receipts side of the cash 
book? (b) on the payments side? 

-5. When is the Trial Balance prepared? 

6. What is the purpose of the Trial Balance? 

7, Why is it necessary to know the merchandise inventory at the close 
of the fiscal period? 

8. Why is it necessary to know the supplies inventory at the close of the 
fiscal period? ti 
, 9. Why is it necessary to know the amount of the unexpired insurance 
at the close of the fiscal period? 

#105 Could the records be kept so that the asset values suggested in the 
three preceding questions can be obtained from account balances? How? 

11. The cost value of the merchandise is recorded in each sale. (a) Is it 
necessary to take stock? (b) Why? 

12. What is the purpose of the Working Sheet? 

13. What is the purpose of (a) the Adjustments columns on the Working 
Sheet? (b) Balance Sheet columns? (c) Profit and Loss Statement columns? 

14. What effect does an amount in the debit Adjustments column have 
on an account balance in the Trial Balance column on the same line with it? 

15. What effect does an amount in the credit Adjustments column have 
on an account balance in the Trial Balance column on the same line with it? 

16. At the close of the fiscal period, the debit balance of the Merchandise 
Inventory account was $12,500.00 and the Purchases account was $18,000.00; 
the merchandise inventory was $10,000.00. (a) What was the cost of the 
goods sold during the fiscal period? (b) How was it recorded? 
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17. What figures are placed in the Adjustments columns on the Working 
Sheet to adjust the Merchandise Inventory and Purchases accounts men- 
tioned in the preceding question? 

-18. What is the purpose of the Balance Sheet and how is the dente 
information shown on it? 

19. What is the purpose of the Profit and Loss Statement and how is 
the desired information shown on it? 

20. What two columns on the Working Sheet may be used as a basis for 
the adjusting entries? 

21. What two columns on the Working Sheet may be used as a basis 
for the closing entries? 

22. Why are the adjusting entries recorded in the ledger and the tem- 
porary proprietorship accounts closed at the close of each fiscal period? 

23. What two columns on the Working Sheet agree with the account 
balances in the ledger after it is closed? 

24. Could the ledger be closed and the Balance Sheet aoe Profit and 
Loss Statement prepared from it after closing? 

. 25. (a) Should the bookkeeper close the ledger before preparing the Bal- 

ance Sheet and Profit and Loss Statement, from what account in the ledger 
would the Profit and Loss Statement be prepared? (b) What account balances 
in the ledger would appear on the Balance Sheet? 


ems 


(py + si A ~ Exercise 67, Reports and Closing Entries 


The Trial Balance in the illustration at the right is. the one from which 
the Balance Sheet for H. W. Good, page 154, was prepared, September 30. 











The inventories are H. W. GOOD 
Per ilowaemerchan- TRIAL BALANCE, September 30, 19 
dise, $521.65; sup- |_| Cash. aaa ged Seb cles 
plies, $62.55;  pre- Notes Receivable. Rae Le ee | a oot 
Bee eNnningsne eo te ee ae. 

paid insurance, $60.- Central Hotel... 012.220 021 01) 69/18 
00. From the ac- Heed a Inventory. ..5-...-0. 321/16 

UDPLIESs LEK Series hy eee Oe ee 103/42 
count balances and Prepaid Insurance..............56 70 
the facts stated re- Noe Payable... 2.0.6... seer | 160}. 
garding the inven- Progier & Gamble.) "58 02 
tories, prepare (a) a H. W. Good, Capital............. ] | 1300 
Working Sheet, (b) Purchases a oe 
Balance Sheet, (c) ep Bepenss deen, Stee, 28 i 

alary, Eixpensesne ae ce ene es 
Profit and Loss Miscellaneous Expense........... 13)50 || 


Statement, and (d) Seteeon oe Se ae 
adjusting and closing —_|_ Podcast echt 
entries. The net | 
profit should be $221.65 and the present capital $1,521.65. 
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CHAPTER XV 
BUSINESS FORMS AND VOUCHERS 


The usual business forms which represent transactions are illustrated in 
Chapter VII. The discussion in this chapter provides a review of these busi- 
ness forms and information regarding transactions with a bank. 


Invoice for Goods Purchased. The illustration below shows the 
invoice rendered for merchandise purchased by H. W. Good from J. W. Allen 
_& Co. The check mark at the right of J. W. Allen & Co. indicates that the 
record has been made in the purchases journal (first entry, Illustration 25, page 
157). The other check marks indicate that the invoice has been verified. 


J.W. ALLEN & CO.” 


WHOLESALE GROCERS 
32 CENTER STREET 
CINCINNATI 


Ord. No.&Dese ~ Invoice Date October 1, 19 
eect Invoice No. 7992 
Contract No. 
ShippedTo He. We Good 
ty 


Destination 


Tern | EH. W. Good 
+ Cash; ; 
balance 612 So. Main St. 
30 days 

City 


Date Shipped OGG. 1 From 

Car No, and Int. 

How Shipped and Route Delivered a SA 
DESCRIPTION pen UNIT 








bbls. Superior Flour 8.10 105.30 
bbls. White Rose Flour 

doz. cans Pineapple 

buckets Candy 


rt ed ed: /19...-and found_.<<=>>=~-satisfactory (Signed) -.LY_.227...Ls 
‘ Approved 





Illustration 33, Purchase Invoice 


This is the National Standard Invoice Form, adopted by a national conference held 
a Sy the auspices of Division of Simplified Practice, Department of Commerce, Washington, 
D. 
Invoice for Goods Sold. The retail merchant usually renders sales in- 
voices only when requested to do so by the charge customer. When a sales 
invoice is not rendered, the order is acknowledged by a sales ticket. The 
sales ticket is illustrated on page 76 and the sales invoice on page 174. 
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The illustration below shows the sales invoice rendered by H. W. Good 
to the Park Hotel. The check marks indicate verification before the sales 
invoice was recorded in the sales journal, second entry on page 157. 


H. W. GOOD 


DEALER IN 


Fancy Groceries,Provisions and Country Produce 




















Illustration 34, Sales Invoice 
A Bill. The illustration below shows the October telephone bill rendered 
to H. W. Good and paid by him October 4 (see page 159). Payment is acknow]l- 
edged through receipting the bill. A list showing services rendered and the 
charge therefor is usually referred to as a bill. 


AS LAST DAY OF PAYMENT OCTOBER tath_) 
oe 


Mee ~ Cincinnati, ©., October 1, 19 
Les _ THE BELLTELEPHONE Co. 
Ae ee Telephone Building, 225 2. Rourth Street, Cinctnnat!, O, 
ae ‘Sh tack of il for rules and regulations regarding the bing and eoleton of scoot 
Ca ri 
H.W. GOOD -—st—=<“<—~*«éaSC ‘ 
612 SO. MAIN St, Rai te OY be 
CINCINNATI, QHTIO MOSS taht 
Excuancn Ssnvice ror OCTOBER 1 to 31, 192 a 3 25 
Pee 
ADDITIONAL LOCAL MESSAGES SEPT. 1 Yo 30, 192 S Pe 
TOLL Sanvice STATEMENT Hen WITH aa ad a —_—_|— 
BALANCE DUm ON BILL PReviousi.y Renpenun Sits fe ‘ / aimee | 
i Gt Gare 





Illustration 85, Receipted Bill 


A Receipt. <A written acknowledgment of cash received is referred to 
as a receipt. A receipt is issued by the one receiving the cash and issued to 
the one from whom the cash was received. The form of receipt illustrated in 
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Chapter VIL is used quite extensively in business when cash receipts and pay- 
ments are with money. When payment is made by check, the canceled check 
is usually regarded as sufficient receipt as explained in this chapter. 


TRANSACTIONS WITH THE BANK 


Opening an Account with the Bank. An account is opened with a 
bank through the permission of the proper bank official. When this per- 
mission has been granted and money deposited with the bank, the one making 
the deposit is known as the depositor or customer of the bank. A depositor 
opens an account with the bank to provide a safe place for his money and a 
convenient means of paying it. 


Deposit Ticket. The blank provided by the bank on which to list the 
money or money and cash items to be deposited is referred to as a deposit ticket. 
Deposit tickets are usually supplied the depositor in pads, but some banks 
provide them bound in a book arranged so that the depositor may retain a 
ie carbon copy of the items deposited. 
am FOR One form of deposit ticket is illus- 
trated at the left. 


LLG Seo 
- 


Appress 
(N THE 


MERCHANTS NATIONAL BANK 





5 fe Mane 
ALL CHECKS, NOTES AND DRAFTS CREDITED, SUBUECT 
TO ACTUAL COLLECTION. 











SPECIE. 


| BILLS Z 





nen in aes state name + 
Jor jank; out of Cit 
it oF City, name 
ee ort nina vahere payab ble 





Gil DIAL ed an Oe 
Z ae 
<Z 2 Soe & 
/ 
. @ 
WY id Ord Per Ly Ory eZ), 


y LOAG2t lad 








” 


” 





. I} 
Total | (Ze, 


See that All Checks And Drafts Are Endorsed | 


Illustration 36, A Deposit Ticket 














Specie refers to silver money, 
nickels and pennies; half dollars, 
quarters, dimes, nickels, and pennies 
should be wrapped in coin wrappers ~ 
provided by the bank. Bills refer to 
paper money; they should be ar- 
ranged in the order of the denomina- 
tions with the smallest denomination 
on top. As explained on the deposit 
ticket, the name of the bank or the 
town for out of town banks is to be 
indicated on a line with the amount 
of each check. If desired, however, 
the A. B. A. numbers may be used 
in place of the title of the bank or 
name of the town; see number at the 
left of the bank on the Berwick, Pa., 
check on page 181, and information 
in regard to A. B. A. numbers on 
page 185. Banks usually print on 
the deposit ticket the information 
which they desire depositors to show. 
“P, O. Money Order” and “Express 
Money Order” indicate the nature of 
the last two items on the deposit 
ticket illustrated. The $200.87 is the 
sum of the items deposited. 
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Signature Card. The new depositor is required to sign his name on a 
card in the same manner as he will sign it on checks which he issues for pay- 
ment by the bank. The card on which the depositor writes his signature is 
referred to as a signature card. 


The illustration at the right shows one form of a signature card. The 
depositor, H. W. Good, has signed 
his name in the same form as he 
will sign checks. His bookkeeper 
has also signed the signature card 
in the same form as he will sign the 
name of H. W. Good. 


The purpose of the signature 
card is to provide the bank with a 
_ record of the depositor’s signature 

or the signature for the checks is- E. W. Good 
sued against the funds deposited |: 
by him. With this information the 
bank has a means of protecting Illustration 37, Signature Card 
itself against loss through forgery. 


The Pass Book. The ruled blank provided by the bank containing a 
’ record of the deposits made by a depositor is referred to as a pass book. All 
entries in the pass book are made by an official of the bank, hence the pass 
book provides the depositor with a receipt for all cash deposited in the bank 
- by him. The depositor should present his pass book with each deposit so that 
the receiving teller may enter therein the date and amount of the deposit. 

At the end of each month the depositor may be required to leave his pass 
book at the bank to be balanced. Later it will be returned to him with the 
balance on deposit at the close of the month stated in it. The method of stat- 
ing the balance is shown in the pass book, Illustration 41. The explanation 
given in connection with the illustration contains further information regard- 
ing the use of the pass book. 





Withdrawing Money from the Bank. The depositor withdraws 
money which he has deposited in the bank through a written order known 
as a check. No standard form is necessary, but for the convenience of the 
depositor and the employees of the bank, it is customary for the bank to 
provide the depositor with printed forms usually referred to as blank checks. 
These blank checks are usually bound in a book with a stub attached to each 
check. The depositor uses the blank check for writing his order on the bank . 
and the stub for a record of the check. Space is provided on the check and on 
the stub for a number. The depositor should number each check and its 
corresponding stub with the same number, arranging the numbers consecu- 
tively beginning with the first check issued. 

Illustration 38 shows a check book with two checks to the page. The 
first check is filled out to be given to J. J. Kline. The stub contains the informa- 
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tion needed by H. W. Good, the depositor. The columns between the stub 


and the check are for the convenience of the depositor when keeping a record 
of his transactions with the bank. 


Bal. Carried Forward||/0 /€ 6 ; 
« ao 
— Deposit, 7 = 92 Geman ee 
H 


MERCHANTS NATIONAL BANK #« 


Bal. Carried Forward) 





Gee So 


Illustration 38, Check Book 


Writing a Check. A check should be written in the following order: 
(1) Enter the desired information on the stub; this includes all the infor- 
‘ mation to be put on the check, also the name of the account to be debited. 
(2) Enter on the check the desired information as follows: 


(a) The number of the check. 

(b) The date which includes the month, day of the month and year. 
(c) The name of the person or firm to whom the check is payable. 

(d) The amount, both in writing and in figures. 

(e) Signature of the depositor as stated on the signature card. 


If the check is signed by an agent, the name of the agent should appear 
below the name of the depositor in the same manner as it is written on the sig- 
nature card. In Illustration 38, the “‘your name” refers to the name of the 
student, since this check is used as a model by the student when writing the 
first. check in the practice set. 


The reason for the check may be written in the lower left hand corner 
of the check. ‘Cash purchase’, “In full of account”, “To apply on purchase 
of October 1”, or “October rent” would indicate the purpose. 


If the depositor or his authorized agent wishes to withdraw cash from the bank, it 
will be necessary for him to write a check in the same form as that used when the bank is 
ordered to pay the money to a third party. The check may be made payable to the de- 
positor, to “Cash” or to the purpose for which the check is issued, as ‘‘Pay roll” or “Stamps’’. 
The one who presents the check to the bank for the money is usually required to sign his 
name on the back of the check so that the bank may know to whom the money was paid. 
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Depositor’s Record of the Transactions with the Bank. Each de- 
positor should keep a record of the transactions which he completes with the 
bank. This includes the date and amount of each deposit, the date and amount 
of each check written, and the balance after the check is written or the balance 
at the end of the month. This record may be kept on the check stub as in 
Illustration 38, page 177, or in the check register as in Illustration 39, below. 

For a record of the cash receipts and payments, see the cash book on 
pages 158 and 159. 


















































Check Register 
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Illustration 39, A Check Register (r#s€ 6 


The purpose of the above illustration is to avoid the possibility of the 
depositor’s asking the bank to pay more money than he has on deposit. Since 
this information will be needed at the time a check is issued, the balance in 
the bank should be shown either on the stub or in the check register after the 
amount of the check is deducted or a deposit is added. The record maintained 
by the depositor should be such that it may be compared with the record 
maintained by the bank, since the two records should agree when all checks 
issued have been paid by the bank. 


Bank Record. The bank maintains a record of the transactions com- 
pleted with each depositor. The information for this record is obtained from 
the deposit tickets prepared by the depositor and the checks issued by the 
depositor and paid by the bank. As a result of these transactions, the balance 
of the account with each depositor on the ledger of the bank will be the amount 
the bank owes the depositor. 

Banks usually provide each depositor with a statement of his account at 
the end of each month. This statement shows the balance at the beginning 
of the month, the deposits made by the customer during the month, the date 
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on which each was made, the amount of each check paid by the bank, the 
date paid, and the balance at the end of the month. This statement and the 
canceled checks are given to the depositor so that he may reconcile his record 
with that of the bank. Illustration 40 below shows the usual form of monthly 
statement rendered by the bank to its depositors. 


H. W. Good 
IN ACCOUNT WITH 


15 
THE MERCHANTS NATIONAL BANK  teronncs 


REPORT PROMPTLY ANY CHANGE IN YOUR ADDRESS 


PLEASE EXAMINE AT IF _NO ERROR 1S REPORTED WITHIN TEN DAY 
INE AT ONCE |W CSOUNT WILL BE CONSID! EAD CORA icy posed 


75.00- — 16.85— — 
108.66- _50.00- —- 3.25- __ 
97.00 - — 89.65- — 

200.00 - ——10.00-—~ 37.50- — 
136.96 -— 50.00- — 

160,00-— 58.02- —— 

37.50 —= 





Illustration 40, Bank Statement 


Reconciliation of the Bank Account. When the depositor receives 
his monthly statement from the bank, he should compare the bank’s balance 
with the balance on the check stub or check register. The two balances will 
’ be the same if all checks written by the depositor have been paid by the bank 
and no errors in the calculations have been made either by the depositor or 
by the clerical workers in the bank. 


If all the checks issued by the depositor have not been paid by the bank, 
the balance in the bank will be larger than that shown by the depositor’s 
record. This difference should be reconciled to see if the sum of the unpaid 
checks when deducted from the bank balance will give the balance in the 
depositor’s record. The usual process of reconciliation is as follows: 


(1) Compare the amount of each deposit on the bank statement with 
the amount of each deposit on the check stub or check register. 


(2) Compare the amount of each canceled check returned by the bank 
with the stub from which it was removed. Place a check mark at the right 
of the amount on the check stub to indicate verification. 

(3) Ascertain the sum of the unpaid checks. The balance in the bank 
as shown by the stub or check register plus the sum of the unpaid checks 
should be the same as the balance on the bank statement. 
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The illustration at the right shows the method of reconciling the check 
register on page 178 with the bank statement on page 179. Each canceled 
check returned by the bank is com- ; 

: 4 5 VO. eee 1024.61 
pared with the stub from whith it Urouid bees: Ce 


was removed and with the record in No. 106-.......- 1. sss esceeess ee 
the check register. Four checks, Nos. No. 108.................-.002e. «1.50 
106, 107, 108 and 109, have not INOS 109 penis atin cko cece ne 3.25 
been paid. The amount of each Bank Balance 10/31 misuse. 6) areal etwleiteenenns $1261.86 


unpaid check is written under the check register balance. The sum of these 
- five amounts gives the balance shown by the bank statement. 


A daily proof of cash or proof of cash before making a deposit will facili- 
tate the reconciliation of the bank statement with the record on the check stub 
at the end of the month. For this reason, it is customary to prove cash before 
depositing money in the bank. 


Balancing the Pass Book. As stated on page 176, some banks require 
each depositor to leave his pass book at the end of the month so that the bal- 
ance may be entered in it. Illustration 41 below shows a pass book in which 
the bank has stamped the date of the bank statement for three consecutive 
months. The October balance, $1,261.86, is the same as the October state- 
ment, Illustration 40. This bank enters the deposits on both sides of the pass 
book using the stamp to indicate the date on which a statement was rendered 
and the balance due the depositor as shown by the statement. 
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Illustration 41, Pass Book 


Some banks use the left hand page of the pass book for deposits and the right hand 
page for the total checks returned to the depositor. When this plan is followed, the pass 
book is balanced at the end of each month similar to the cash book, pages 132 and 133. 
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Cash Items. The term “‘cash” is used in business to describe currency, 
bank checks, and other commercial papers used for and in the place of money. 
Sometimes a distinction is made between money and cash items, money 
being described as cash and checks as cash items. Cash items usually consist of 
(a) bank checks, (b) bank drafts, (c) cashier’s checks, (d) express money 
orders, and (e) post office money orders. 

All of these forms of cash items are a means of paying cash without 
handling the money. The arrangement of the facts in a cash item does not 
change its purpose. 


A Bank Check is a written order by a depositor on the bank in which 
he has money deposited to pay money on deposit. The depositor may use . 
the blank forms provided by the bank or he may prepare his own blanks in 
any form desired. Banks place no restriction on the form provided by the 
depositor, but recommend that the size of each blank check be three and — 
three-eighths inches wide by eight and three-eighths inches in length. 

The illustrations below show two forms of bank checks. Each is a writ- 
ten order on a bank to pay the amount stated but the arrangement is wifferent. 
The size in each illustration is not the standard suggested above because of the 
reduction necessary to reproduce on this page. 









Brawicn. PA. , . 19 ei ‘ No. ec 
co-73 [HE BERWICK NATIONAL BANK 60-7 


r 
Pay 10 LL OR ORDER $ pees 


SLecreas ty fenced anak, LU a. ————-— DOL. aR8 
: GAFE DEPOSIT BOXES g i Z t Z 7. 
FOR RENT. 














PENNSYLVANIA. 








lilustration 42, A Bank Check 


Cincinnati, 


Pay to the order o 


pe 





The Fourth National Bank, 
13-4 Cincinnati, O. 





Illustration 43, A Bank Check 


A Bank Draft. A check drawn by one bank on funds deposited in an- 
other bank is referred to as a bank draft. When an individual does not have 
a checking account and, therefore, can not send his personal check through 
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the mail, or when he does not believe that his personal check will be accepted, 
he can purchase a draft from a local bank. It is satisfactory to send a draft 
through the mail since it is payable only to the one in whose favor it is made, 
or on his order. If it is lost, its value can be recovered. It is more likely to 
be accepted by the one to whom it is sent than a personal check since one can 
easily determine the standing of a bank and whether its draft is good. 

J. L. Nixon wishes to send $50.00 to W. O. Barnes in another city. He 
gives the bank $50.00 and receives a bank draft payable to W. O. Barnes and 
mails this to him. C.L. Mason of Clinton wishes to purchase an article which 
costs $125.00, from Day & Son, Chicago. He gives a Bank in Clinton his 
_ check for $125.00 and receives a Chicago draft. This draft mailed to Day 
& Son will insure prompt shipment. 

There are many other uses of the bank draft, but the two given will 
serve to show the need for this form of cash item or commercial paper. 


13-66 
No. 19479 
Cincinnati,__b“ 44 -719__ 


$25 2 


The Gincinnati Bank & Trust Co. 


Pes. A 


Pay TO THE ORDER OF 


ONE MUMORED TWENTY FIVE BOLLARS 


To CHEMICAL NATIONAL BANK 
142 NEW YORK, N. Y. a AP 2A 


Illustration 44, Bank Draft 





A Cashier’s Check. A check drawn on a bank by its cashier is referred 
to as a cashier’s check. A cashier’s check is used by the issuing bank in pay- 
ment for operating expenses of the bank, proceeds of notes collected by the 
bank, and many other forms of obligations which require the bank to make 
payments of cash. Cashier’s checks are sometimes used for the same purpose 
as bank drafts where remittances are to be sent to a nearby city and the one 
making the remittance does not wish to send the money or a personal check. 


HoustTon,Texas \Pehenecncag LEAD 


THE PEOPLES STATE BANK; 







CASHIER’S CHECK 


Illustration 45, Cashier’s Check 
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A Money Order is an order on an express company or a postmaster. The 
purpose of money orders is the same as the bank draft, that is, a means of 
sending money through the mail. Money orders are also used for making 
remittance for parcel post and express cash on delivery (C. O. D.) shipments. 


A money order drawn on an express company is referred to as an express 
money order and a money order drawn on a postmaster as a postal money order. 
A special form of money order known as a traveler’s check is issued by both 
the American Express Company and the American Bankers Association. 


Indorsement of Checks. At least three parties are financially interested 
in each check, (a) the depositor who signs it, (b) the bank ordered to pay it, 
and (c) the payee, that is, the one to whom the bank is authorized to pay 
the money. When a check has served its purpose, the name of each of these 
parties will have been written or stamped on it. 

e The depositor writes his name on the face of the check at the time he 
issues it. The payee writes his name on the back at the time he receives the 
cash or its equivalent. The name of the bank, the date the check is paid, and 
the word ‘‘Paid”’ are indicated on the face of the check by the bank at the time 
the check is paid. 


The name of the depositor on the face of the check is referred to as the 
signature; the name of the payee on the back of the check as the indorsement; 
the date of payment and name of the bank on the face of the check as the 
cancellation. A canceled check is one that contains the signature, the indorse- 
ment and the cancellation. 


Position of Indorsement. All indorsements are written on the back 
at a right angle to the writing on the check, that is they are written crosswise 
on the check instead of lengthwise. The first indorsement is written about 
one inch down from the edge of the left end; the left end is the left of the 
check when in position for reading. Subsequent indorsements are written 
below the first indorsement and parallel to it. The illustration on page 184 
shows the position of indorsements. With the exception of those made with a 
rubber stamp the indorsements are parallel as suggested. 


The Purpose of the Indorsement of a check is to acknowledge receipt 
of the money, to transfer the title, or for identification. An indorsement ac- 
knowledging receipt of the money requires the name of the payee only and 
is referred to as an indorsement in blank. An indorsement transferring the 
title may be in blank or may contain the words “‘Pay to the order of” written 
above the name of the one to whom the title is transferred; this latter form of 
indorsement is referred to as in full. 

When the title is transferred by an indorsement in blank, subsequent in- 
dorsements are not necessary unless required by the one to whom the title is 
transferred. When the title is transferred by an indorsement in full, the one 
to whom the title is transferred must indorse the check before he can receive 
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the money. A restrictive indorsement is one which transfers the title for a spe- 
cific purpose. An example of this is ‘For deposit”’ written above the indorse- 
ment. Each indorser for transfer is responsible for payment unless “Without 
recourse” is written in connection with the indorsement; when this is done, 
it is said to be a qualified indorsement. 

The purpose, position, and nature of indorsements are further explained 
by the following illustrations: 

James Carr of Cincinnati, Ohio, owed W. B. Spencer of Little Rock, 
Arkansas, $385.68. April 20, he paid this indebtedness by check on the First 
National Bank of 
Cincinnati. The face 


of the check when CINCINNATI,ONI0,__APTi2 20-1927, Now 107 
-issued is shown in First NATIONAL BANK +34 

the first illustration 

at the right: the Weim) xe cunen on": Se SrtOees ss os = St eae 


at that time Was’ | misty-rive and 
blank. The second 
illustration at the 
right shows the face 
of the check when ~ Front of Check When Issued 

James Carr received 
it together with his 





other canceled CINCINNATI Ouro, > fitted’ + __1927 No. -=107__ 
cheeks from aaa First NALTONAL BANK 

June l. The dots in- 

dicate punched holes Nar ro ORDER OF Wart "Sp @ncese - % ion weet ------ $35.68 


in the canceled check 
which read “Paid, 
5-38-27, 18-1.” The 
third illustration at 
the right shows the 
information on the 
back of the canceled 
check. 

The information 
on the back of the 
canceled check may 
be interpreted as fol- 
lows: 

W. B. Spencer 
secured the cash or 
its equivalent from 
C. H. Lowe and 
ordered the amount of the check to be paid to him by an indorsement in full. 
C. H. Lowe secured cash or its equivalent from Martin Bros. and transferred 


be Cer ie ema ert Fs 68/100 Doiars 
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the check to them by an indorsement in blank. Martin Bros. deposited the 
check in the Peoples State Bank by a restrictive indorsement. The three bank 
.Indorsements are for the purpose-of making collection. 


It is customary in business to deposit a check as soon after it is received 
as possible. For this reason, the usual indorsement on a check is that of the 
payee for deposit in his bank. When a check is used for any other purpose, 
the one receiving it should require indorsement to show transfer of title. 


The indorsement of bank drafts and money orders is for the same pur- 
pose as checks, hence made in the same manner. Post office money orders 
provide for the signature of the payee on the front but additional indorsements 
for collection may be made on the back. 


Protest. When a bank check or bank draft is presented to the bank on 
which it is drawn and payment refused because the depositor does not have 
sufficient funds on deposit, it is said to be dishonored and each indorser may 
be held responsible for payment. The usual plan is to protest the dishonored 
paper. This protest is effected through a notice of protest. This notice of 
_ protest is issued by a notary public under his seal, the original mailed to the 
one who signed the check or draft and a copy sent to each indorser. 


A dishonored check or bank draft is returned by the bank which protested 
it to the bank from which it was received. The bank to which the dishonored 
paper is returned will in turn return it to the bank from which it was received. 
This plan is followed until the dishonored paper has been returned to the 
bank in which it was deposited. This bank will present the dishonored paper 
to the depositor who deposited it and receive his check for the amount. 

Some banks debit the depositor with the amount of the dishonored paper, but the 


usual plan is to collect from the depositor thus permitting all debits to his account to be 
made from checks issued by him. 


A. B. A. Numbers. A greater part of the records of a bank relate to 
the collection of checks which have been received from depositors as money. 
In so far as possible these records are made on machines. To facilitate the 
records in connection with the collection of checks, the American Bankers 
Association of the United States (A. B. A.) has devised a series of numbers 
to describe the name and address of member banks, thus permitting the use 
of a number to describe the name and address of a bank. The number is usu- 
ally printed on the check at the left or right of the name of the bank. 


The small numbers shown in connection with the title of the bank in each illustration 
of a check in this text.are the A. B. A. numbers used for the purpose described. 


Federal Reserve Banks. There are twelve reserve banks each numbered 
consecutively beginning with one. Many member banks of the reserve system 
print on their checks the number of the district in which their bank is located; 
thus, the “4” in large type on the check in Illustration 43, page 181, indicates 
that the bank is located in the Fourth Federal Reserve District. The reserve 
bank for the fourth district is located in Cleveland, Ohio. 
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xercise 68, Commercial Papers 
(ORAL OR WRITTEN) 








. The indorsements on the back of a J. L. Doyle 
canceled check are shown at the Pug Wii onae es 
right. (a) How many times was Robert Austin 
this check transferred? (b) What W. B. Maine 
is the nature (in full, in blank or For Deposit 
restrictive) of each indorsement? Robert Austin 
. James Dawson has a check payable to himself for $75.00 signed by Joseph 


Smith. Show the necessary indorsements if the check is transferred 
(a) by the payee to A. L. Ball by an indorsement in full, (b) by A. L. 
Ball to C. H. Shoe by an indorsement in blank, (c) by C. H. Shoe to 
Abbott Bros. by an indorsement in blank, (d) by Abbott Bros. to the 
City National Bank for deposit? 


. Who is responsible for the payment of a postal money order? Why? 


. If the holder of a postal money order for $25.00 loses it, how may he avoid 


the loss of the money? 


. Can the finder of an express money order which is indorsed in blank secure 


the amount of money mentioned in the money order? 


. If the owner of a business cashes a check at the bank using one of the 


blanks on the counter and fails to fill out a stub and remove the blank 
check in the check book, when would his bookkeeper know that the . 
check had been issued? 


. The information in the illustration at the left appears on the stub of a 


check, supplied a depositor by the 


Date”. ..March 5,19............ City National Bank. (a) What in- 
hak as Peis Mig. Cos..e en. formation was written on the check? 
aap ache 3 Cy cecnuet Brae (b) What entry will be required to 


record the check? 


. The bookkeeper issues a check but forgets to provide the needed infor- 


mation on the stub. How may he secure this information? 


. If it is desired to retain a copy of each deposit ticket, how can this be done? 


10. 


The information in the illustration at the left appears on the stub of a 


No. 128 check, supplied .a depositor by the 
Date...... May TRITON accra es 6 City National Bank. (a) What entry 
ere a ghad Sih wllbo required. for this payment! 
Account...... Rent Expense....... . (b) What effect does this transaction 
Amount....... $150.00 


have on the assets and expenses? 
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Exercise 69, Reconciliation of the Bank Account 


The first illustration below shows the bank’s monthly statement of its 
transactions and the second illustration, the depositor’s record in check regis- 
ter form. 


MILLER, JAMES M. 15 
VOUCHERS 


IN ACCOUNT wiITH FIRST NATIONAL BANK RETURNED 























DATE CHECKS IN DETAIL DATE DEPOSITS 
BALANCE BROUGHT FORWARD S3| June 1 $613 .28 ° 
June 5 100.00 ‘ 21.50 6.27 
9 1.00 2.08 6.00 
: June 10 150.00 
15 21.76 9.13 1.82 
20 16.19 51522 12.50 20 50.00 
30 16.49 19.67 101.28 25 150.00 
BALANCE | $576.37 








CHECK REGISTER 


























DEPOSITS | CHECKS 

Balance 
Date Amount | Date Check No. | Amount 
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es le. || eee 24 232 19|67 il 496|36 
25 USS N eal eer oy coe || RSRaceroee en eee ae 646/36 
= ded cot Meee ee eee perro 28 Zoo 101/28 Wf 545/08 
erie mee alle oh eel) 234 35|40 509/68 
.1 30 235 8/21 501(47 





























Instructions. Show a reconciliation of the bank account in the same form 
as that illustrated on page 180. The bank statement does not show the check 
numbers, but it does show the amounts and since there are no two checks 
which have the same amount, it will be easy to check the two records. 
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ee Exercise 70, Transactions with the Bank 
During the month of April, J. E. Gill, a retail coal dealer, made deposits 
in the First National Bank and issued checks on the deposits in the bank as 


follows: 
X 


~ 2. Deposit $2,900.00 18. Check #13 $457.74 
2, Check #1 208.80 - 14. Check #14 48.10 
y 2. Check #2 20.00 14. Check #15 273.42 
3. Check #3 450.00 14. Deposit 341.38 
4. Check #4 101.00 16. Check #16 150.00 
5. Check #5 150.00 18. Check #17 256.01 
6. Check #6 75.00 21. Check #18 94.75 
7. Check #7 165.50 21. Deposit 791.00 
7. Check #8 40.00 24. Check #19 141.32 
7. Check #9 38.00 25. Check #20 103.88 

7. Deposit 248.65 27. Check #21 219 Fo 
10. Check #10 445 23 28. Check #22 38.00 
11. Check #11 60.00 30. Check #23 567.43 
11. Check #12 49.50 30. Deposit 815.24 


Instructions. (1) Show the balance in the bank after each check was 
subtracted or each deposit added in the same form as Illustration 38. 

(2) May 1, the bank statement received with the canceled checks showed 
a balance of $1,667.57. A comparison of the canceled checks with the stubs 
showed that checks Nos. 9, 19, 22, and 23 had not been paid. Show the 
reconciliation of the bank account in the same form as illustrated on page 180. 


PRACTICE SET No. 2 


The transactions for this practice set are separate from the text because 
each transaction is represented by a business paper. The records are made 
from the facts given on the papers and not from a narrative of the transac- 
tions, as in Practice Set No. 1, page 109. 


CHAPTER XVI 
AVOIDING, LOCATING AND CORRECTING ERRORS 


The purpose of recording transactions is to provide correct information. 
If there is an error either in the calculations necessary to ascertain the facts 
recorded or in recording these facts, the information provided from the book- 
keeping records will be incorrect. The discussion in this chapter relates to (a) 
safeguards to avoid errors, (b) effective means of locating errors, and (c) 
methods of correcting errors. 


Avoiding Errors. Incorrect records result from errors in 

(1) Mathematical calculations; and 

(2) Recording incorrect amounts or incorrect account titles. 

The best means of avoiding errors in mathematical calculations is to 
verify all calculations before recording the transaction. The best plan for 
avoiding errors in recording amounts is to compare the amount recorded with 
that on the business paper which forms a basis for the record before filing the 
paper. Each verification should be indicated by a check mark (/). 


Verifying Extensions. The calculations necessary to ascertain the 
amount of a purchase or sale as stated on an invoice are referred to as the 
extensions. Checking the calculations on an invoice is referred to as verifying 
the extensions. An invoice should not be recorded in the purchases journal 
or a sales ticket should not be recorded in the sales journal until the extensions 
have been verified. Check marks at the left or right of the various calcula- 
tions on the invoice or sales ticket will indicate this verification. 


Verifying Amounts. Each entry in a journal is made from a business 
paper. Thus, the entry in the purchases journal is made from the invoice; in 
the sales journal from the sales ticket; in the cash receipts journal from the 
check received or the receipt stub; in the cash payments journal from the 
receipt received or the check stub; and in the general journal from the note, 
note stub or other paper. When a transaction has been recorded, the amount 
recorded should be checked -with the amount on the business paper before 
the business paper is filed. | 

Checking the business papers should be indicated by a check mark either 
at the left or right of the amount on each paper. A definite position should 
be used so that the one filing the papers may readily see they have been re- 
corded and checked. Checking the amounts recorded with the basis of the 
record should be done as soon as the entry has been made. 


Checking the Posting. Errors in extensions and in recording amounts 
in the journals as discussed above are not discovered by the Trial Balance 
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so it is especially important that they be discovered by checking. Similarly, 
errors in posting to the wrong account will not be discovered by the Trial 
Balance. In addition, errors in posting wrong amounts may be difficult to 
locate even if a Trial Balance out of balance does show that mistakes have 
been made. 

It is, therefore, important that the amounts entered in the ledger should 
-be checked at the time the posting is completed. It is not customary to check 
all posting at a time later than the posting, unless necessary because the Trial 
Balance is out of balance. If each amount written in the ledger is compared 
with the book of original entry as soon as the posting is BEA Eats it may not 
be necessary to check all the posting. 


Erasures. Incorrect amounts recorded in either a book of original entry 
or the ledger should not be erased. When an amount is erased, there is no 
means of determining the reason for the change, hence erasures may lead the 
owner or anyone examining the books to believe that the changes were made 
by the bookkeeper to defraud the owner. The change should, therefore, 
be made in such a way that the original entry and the new entry may both 
be examined and the reason for the change observed. 


Correcting the Amount. When an error is made that affects an amount 
only, it is ordinarily corrected by drawing a line through the incorrect amount 
and writing the correct figures above it. When the amount is recorded in the 
book of original entry only, that is, when the correction is made before posting, 
the amount recorded in the book of original entry is the only one to correct. If 
the error in the amount is not detected until after posting is completed, it is 
necessary to write the correct amount in the book of original entry and at 
once write it in the ledger in the same manner as in the book of original entry. 

The method of correcting an amount written in a book of original entry 
incorrectly is shown in the cash book on page 158. The method of correcting 
an amount written in the ledger is illustrated in the account with A. R. Jen- 
nings on page 161. 


Correcting the Account Title. When the wrong account title is stated 
in a book of original entry and the error is detected before posting, it may 
be corrected by drawing a line through the amount or amounts, placing a check 
mark in the folio column and recording the transaction correctly below the last 
entry recorded. Placing a check mark in the folio column indicates that the 
amount on this line is not to be posted; drawing a line through the amount or 
amounts is further warning not to post. 

When the entry has been posted to the account as stated in the book of 
original entry and this is the wrong account, the usual plan is to correct through 
an entry in the general journal. When an error is made either in the account 
title, in the amount, or in posting to the wrong account in one fiscal period or 
month and not detected until a subsequent fiscal period or month, it is custom- 
ary to make the correcting entry in the general journal. 
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The illustration at the right shows a check stub which contains specific 
information regarding the purpose 
of the check. The check mark at 
the right of the amount shows that 
the check has been recorded on the 
. payments side of the cash book. 

When checking the entries on 
the payments side of the cash book 
with the check stubs and receipts, 
the bookkeeper found that the trans- 
action had been recorded as in the 
illustration below and the entry 
posted as stated. 








Noe 


Date DAeeoee/ cee be figs ora 


Favor Be ere 
ort a ed 


Accounts 22-4er Sore 


Amount of Check $22.y> “ 

















CasH Book Payments 
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_— — aaa as — 
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| 
When the above entry is posted, the Salary Expense account will show 
$12.50 more than was paid for salaries. The illustration below shows the entry 
Hane ie 19 necessary to correct 
SE A a = ws — SESE ST STR ny this error. When 
Miscellaneous Expense......... | 12/60 | | this entry is posted 
Balary Expense............. | | 12/50 the balance of each 

To correct error in account | : 
debited June 14. . | expense account. will 
l show the correct 


amount. The check stub should be corrected as in the illustration above. 


Salary Expense Check No. 181 

















Errors in Posting to the Wrong Account. There is always a possi- 
bility of posting an amount from the purchases journal to a creditor other 
than the one from whom the purchase was made or in posting from the sales 
journal to a customer other than the one to whom the sale was made. Errors 
of this kind may be detected by the customer or creditor, but will not be 
detected by taking a Trial. Balance. When an error in posting is detected, 
it is customary to draw a line through the wrong entry in the ledger and post 
the amount correctly. 


The method of applying this process for correcting an error is illustrated 
in the accounts with Central Hotel and M. A. Johnson on page 161. Through 
error the sale made to M. A. Johnson, October 26, page 157, was posted to the 
account with the Central Hotel. When the bookkeeper discovered the error, 
he drew a line through the $44.25 on the debit side of the account with the 
Central Hotel and posted the amount, $44.25, to the account with M. A. 
Johnson. This method of making the correction provides in the records 


full information regarding the error. 


If desired, an error in posting to the wrong account may be corrected by an entry in 
the general journal. If the error is not discovered until a subsequent fiscal period, it should 
be corrected by an entry in the general journal. 
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Exercise 71, Correcting Errors 
(ORAL OR WRITTEN) 


1. May 7. R. L. Baum, a retail florist, received an invoice for flowers from 
the J B. Milton Co. for $65.85. (a) In what book of original entry 
will this transaction be recorded? (b) What accounts will be debited 
and credited? 


2. May 15. When the bookkeeper was auditing for payment the invoice 
mentioned above, he discovered that the amount should have been 
$63.45. How will this error be corrected (a) if the entry has not been 
posted? (b) if it has been posted? 


3. The following is quoted from a letter received by A. Kahn from J. L. Ray. 
““TInclosed find check for $32.85 in full for your sales invoice No. 216, 
$31.50. You will observe there is an error of $1.35 in your favor in the 
extensions of the third item.” (a) What amount was recorded in the 
sales journal for this sale? How will this error be corrected (b) if the 
entry has not been posted? (c) if it has been posted? (d) If this error 
was reported in a subsequent month in what journal would the correct- 
ing entry be made? 


4. The bookkeeper could not prove cash June 11 because he had recorded a 
check received from a charge customer for $27.95 as $29.75. How 
will he correct this error in the cash book? 


5. A note received from a charge customer was recorded in the general jour- 
nal as a debit to the Notes Receivable account for $127.50, the face of 
the note, and a credit to the account with the charge customer as $125.70. 
(a) Will this error be detected by the Trial Balance? How will it be 
corrected (b) if the entry has not been posted? (c) if it has been posted? 


6. Allowed James Brown credit for $12.50 merchandise returned. . This 
transaction was recorded as a debit to James Brown and a credit to Pur- 
chases. How will this error be corrected (a) if the entry has not been 
posted? (b) if it has been posted? 


7. A charge sale recorded in the sales journal as $87.65 was posted to the 
account with a charge customer as $87.25. A check was received from 
the charge customer for $87.65 and recorded correctly in the cash book. 
When posting frorh the cash book, the bookkeeper discovered the error — 
made when posting from the sales journal. How will he correct this 
error? 


8. The information regarding a check as stated on the stub was “For cash 
purchase”. When recording this transaction in the cash book the book- 
keeper through error recorded “Smith Bros.”, the name of the firm from 
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whom the purchase was made, instead of “Purchases”, the correct title 
of the account. How will this error be corrected if it is discovered (a) 
before posting? (b) after posting? 

9. Received from L. A. Noe a 60-day 6% interest-bearing note for $125.00 
in full of account. This transaction was recorded in the general journal 
as a debit to the account with L. A. Noe and a credit to the Notes Re- 
ceivable account. How will this error be corrected if discovered (a) 
before posting? (b) after posting? 

10. The entry at the agat appears in the general journal of J. E. Anderson. 
State the ac- 








counts as they Decree 

would appear Pres 72 D yo7ee 

if this error ALs Sp ime 

was detected TL So a7 ee 
(a) before post- es oe ee ae 

ing; (b) after 

posting. 


‘ERRORS DETECTED BY THE TRIAL BALANCE 


The Trial Balance in Balance. When the Trial Balance balances, it 
indicates (a) that the addition of the Trial Balance is correct, (b) that the 
account balances are listed on the Trial Balance as stated in the ledger, and 
(c) that the sum of the debits in the ledger equals the sum of the credits. 

When the Trial Balance does not balance, it indicates an error (a) in the 
Trial Balance, (b) in the ledger, or (c) in a book of original entry. The error 
in the Trial Balance may be in addition or in listing the account balances. 
The error in the ledger may be in addition, subtraction, or in posting. An error 
in a book of original entry may be in the addition of the purchases or sales 
journal, or in the general journal through failure to have the debit and credit 
amounts equal in each entry. The correctness of the cash book entries is proved 
through the cash proof. 


The Trial Balance Out of Balance. When the Trial Balance does not 
balance, it is necessary to locate the error by a systematic procedure. Nothing 
can be gained by “looking over’’ the ledger with the hope of finding the error 
by accident. Any systematic method of procedure is satisfactory. The 
following is suggested: 

(1) Prove the addition of the Trial Balance. 

(2) Examine the account balances on the Tria! Balance and be sure that 
all debit balances are in the left column and credit balances in the right column. 
Asset and expense account balances and the balance of the Drawing account 
are usually debits. Liability and income account balances and the balance of 
the Capital account are usually credits. 

(3) Beginning with the last account balance on the Trial Balance, com- 
pare it with the account balance in the ledger. Indicate comparison by check 
marks on the ledger and Trial Balance. When this process is completed, 
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review the Trial Balance and ledger to ascertain if there are any account bal- 


ances not checked. 


J When checking for a specific purpose, check marks should be placed in the same posi- 
tion in the ledger and in the same position on the Trial Balance or journal. This facilitates 
locating errors through amounts that are not checked. Thus, if the first vertical line at - 
the left of the debit column of the Trial Balance is selected for the checking suggested and 
all check marks are placed on this vertical line, it will be easy to determine after the checking 
is completed whether any amount is not checked. 


(4) Ascertain the amount of the difference, also one-half of it if the amount 
is divisible by ‘2’. 

(5) Compare the amount of the difference or one-half of it with the 
amounts recorded in the books of original entry and check the posting of 
similar amounts. An error of $25.00 may result from posting a debit of $12.50 
as a credit or the failure to post a debit or credit item of $25.00. 

(6) If the amount of the difference is divisible by “9’’, it indicates trans- 
posed figures. Thus, 36c posted as 63c would result in an error of 27c; $92.00 
posted as $29.00 would result in an error of $63.00. 

(7) Verify the addition and subtraction necessary to ascertain each ac- 
count balance. As this is done, verify the equality of debits and credits in the 
personal accounts which have been ruled during the period under observation. 
Indicate verification of the account balances by a second check mark at the 
right of the account balance. When the verification is completed, review the 
account balances in the ledger to ascertain if there are any account balances 
which do not have two check marks at the right of them. 

(8) Verify the addition of the purchases and sales journals, and the equality 
of debits and credits in the general journal. The journal entries may be verified 
by proving each entry or by proving that the total of the debit amounts on 
each page equals the total of the credit amounts on the same page. 

(9) Check the posting from the sales journal, purchases journal, general 
journal and cash book. 


Correcting Errors Detected by the Trial Balance. When an error 
which affects the equality of the Trial Balance is located, it should be corrected 
‘at once. If it is the result of posting, the correction should be made in the led- 
ger by marking out the incorrect amount and posting the correct amount. The 
account balance should be immediately changed in the ledger and on the Trial 
Balance. The column of the Trial Balance in which the correction has been 
made should be re-added and the correct amount entered as the total. This 
procedure is followed, until the Trial Balance is in balance. 


The Check Mark. When auditing to detect errors, a check mark should 
be used to indicate the audit. The check mark should be large enough to be 
observed but not so large that it will detract from the appearance of the ledger 
or books of original entry. The suggested size for check marks and their posi- 
tion in the ledger and books of original entry are shown in the illustration 
on the opposite page. 


——~ 
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SALES JOURNAL ENTRY 
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Exercise 72, Locating and Correcting Errors 
(ORAL OR WRITTEN) 


1. The footings in the Trial Balance at the right indicate that the Trial. 
Balance is out of balance. (a) What is the 
.amount of the error? (b) Could the error be i 8143 
the result of transposed figures? 








79 79 | 8143 a 














2. The credit balance of an account with a charge customer is $6.85 because 
the account is over-paid. Through error this amount is entered in the debit 
column on the Trial Balance. If this is the only error and the total of the debit - 
column of the Trial Balance is $17,461.80, what should the total of the debit 
and credit columns be after the error is corrected? 


3. A. L. Sage, a creditor, was overpaid $3.25. Through error the book- 
keeper listed this overpayment in the right column of the Trial Balance. How 
much will the Trial Balance be out of balance? 
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4. The Trial Balance is out of balance $42.53, the credit side being the 
larger. Through error the balance of the Miscellaneous Expense account, 
$21.40, was entered in the credit column. (a) What effect would this error 
have on the amount of the error in the Trial Balance? (b) What figures when 
transposed might cause the error remaining after the first one is corrected? 

5. The sum of the debit balances on the Trial Balance exceeded the sum 
of the credit balances $26.50. The bookkeeper discovered that the error 
resulted from posting an amount to the wrong side of an account. (a) What 
was the amount? (b) How was the error corrected? 

6. The account in the illustration at the left appears on the ledger of L. 

B. Hood. (a) Under 














A. R. BROWN what conditions 

19 19 would this error af- 
May | 7 $/127|| 53/81|| May [17 C24|| 58/18 ¢.4 the Trial Bal- 
? (b) If these 


conditions exist, how much was the Trial Balance out of balance? (c) How 
would an error of this nature be corrected? 


Exercise 73, Working Sheet and Reports 


July 1. R. O. Knight invested $2,500.00 in the retail fruit business. At 
the close of July, the account balances on his ledger, as a result of the transac- 

















R. 0. KNIGHT tions completed dur- 
TRIAL BALANCE, July 81,19 ing the month, are 
stated in the Trial 
1 oes Rt Re See = ie Balance at the left. 
otestReceivable: ses.) nae | F 
PipArcadevHotele i. Ao. es ee ere 62/50 Inventories: Mer- 
; Mrs 4 Cents ers on eee as ay chandise, $1,010.85; 
WLR ANGH stn eae ence ee ee : 
6| Merchandise Inventory .......... 748\35 Supplies, $55.25. The 
SCSSET 1) Cs hg ates Ee ab ene ste 77\35 prepaid insurance is 
Giperepaldeinsurances.. eee 54;— A250 Th = 
7\Equipmentys=' 30 ee 925|— $42.50. e  esti- 
8| Excelsior Creamery............... 227/80 mated monthly de- 
LO Care Commission Co... 4.24.58 161/75 ian . 
11| R. O. Knight, Capital............ 2500\— Preclauon on equip- 
12 BO) Knight, Drawing........... 112/50 ment is 1%. 
WUS5) luhsye) CEES. 5 MO ae ear ar eee ee 1975|69 : 
dA WPsgieated ess. once ook 1735/45 Instructions: (1) 
15 (temp expense... .0....0...0s sues 66/66 From the account 
LS) Salary Expense... esses bee 111/50 hal the Tr i 
15| Miscellaneous Expense............ 31/90 SRC OR LOR Pile 
eats acee Balance, the inven- 
Sl eb ____|__||____|"_ _ tories and the depre- 








| ciation, prepare a 
Working Sheet; the net profit should be $249.83 and the present proprietor- 
ship, $2,637.33. 

(2) Prepare a Balance Sheet and a Profit and Loss Statement. 
(3) Prepare the adjusting and closing entries. 


CHAPTER XVII 
NOTES RECEIVABLE AND NOTES PAYABLE 


The nature of notes receivable and notes payable and the method of 
recording them are explained in Chapters VI and VII. The following discus- 
sion provides a review of the preceding chapters and additional information 
relative to the use of notes. 


A Promissory Note. An unconditional written promise to pay a fixed . 
amount of money at a stated time, signed by the person or persons agreeing 
to pay it, is referred to as a promissory note or a note. The one who signs the 
note is known as the maker; the one to whom the note is made payable is 
the payee. The amount stated in the note is the face value; the amount due 
at maturity is the maturity value. 

The note illustrated below is prepared on a printed form provided for this 
purpose. The date is May 16, the time sixty days, the maker A. E. Rey- 
nolds, the payee W. L. Harman, the face value, $255.68, the maturity value 
$255.68. This note is made payable at the Third National Bank which in- 
dicates that A. E. Reynolds will call at the bank on July 15 and pay the face 
of the note, $255.68. The number was placed on the note by the maker at 
the time the note was executed; a stub with a similar number containing 
full information about the note was retained by him. 





Illustration 46, A Non-interest-bearing Note 


Purpose of Notes. Notes are usually issued for one of two purposes: 
(1) To secure additional time for the payment of a debt. 
(2) As evidence of a loan. 


A note received from a customer or issued to a creditor is usually for 
the purpose of securing additional time for the payment of an account. A note 
issued to a bank is usually for the purpose of obtaining a loan. 


Note and Cash Received from a Charge Customer. When cash and 
a note are received from a charge customer for a part or all of his indebtedness, 
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the transaction affects the assets only. The asset cash and the asset notes 
receivable increase and the asset accounts receivable decreases the same amount 
as the sum of the two increases in assets. 


The note is recorded in the general journal as a debit to the Notes Receiv- 
able account and a credit to the account with the charge customer. The cash is 
recorded in the cash book as a debit to the Cash account and a credit to the 
account with the charge customer. When the journal entry is posted, the 
word “Note” is written in the explanation column of the account with the 
charge customer to indicate the method of settlement. 


September 5. L. W. Sawyer received from Fred Prater, a 
charge customer, a check for $86.95 and note No. 1 for 
$100.00 in settlement for balance due on account. 


The note is illustrated below. The “No. 1” refers to the number of 
this note in the note 
receivable register, (°° = a eh A 
page 208. This§ 
transaction results 8 
in an increase in the 
asset notes receiv- 
able, $100.00; an f 
increase in the asset § 
cash, $86.95; and a ike 
decreaseintheasset 
accounts receivable, $186.95. 


- The entry in the general journal to record the receipt of the note is in the 











illustration at the September 6,19 
right. Notes Receiv- a a A EA PN DRL SE "cre a 
6 . i) ; 
able is debited to re- ieee Recenvyablessee sees ee 1 100! | 
: : RreduPratence sans eee ce | | 100} 
cord the increase in Received note No. 1 to | ) 
the asset notes re- apply on account. | a. | 
ceivable and Fred \ he ) 
Prater credited to record the decrease in the asset accounts receivable. 
The entry in the cash book to record the receipt of cash is: 
Dy supe 9 Fe ke SENS Soh vo “| KORE aera ___ Receipts 
es a eee ot oe ———— Sal Al Gan 
Sept. | 5 | ieee Prater tn full of account | 8695 
{ 





When the entries in the general journal and cash book have been posted, 
the account with Fred Prater will be in balance and the amount of the note 
will be recorded in the Notes Receivable account. Fred Prater still owes 
$100.00, but it is now in the form of a written promise as indicated by the entry 
in the Notes Receivable account. 
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Note and Cash Given a Creditor. When additional time is desired by 
the debtor for the payment of a past due account, the creditor will usually 
require part cash and a note for the balance. When the extension of time is 
secured under the conditions mentioned in the preceding sentence, the trans- 
action results in a decrease in the asset cash, a decrease in the liability accounts 
payable and an increase in the liability notes payable. The decrease in ac- 
counts payable is the sum of the decrease in cash and the increase in notes 
payable. The note is recorded in the general journal and the payment of cash, 
in the cash book. 


September 2. L. W. Sawyer gave Gordon Bros., a creditor, 
note No. 1 for $300.00 and check for $127.55 in full of ac- 
count, $427.55. 


The stub and the note before it was detached are illustrated below. The 
‘No. 1” is the number in the notes payable register, page 208. 





This transaction results in a decrease in the liability accounts payable, 
$427.55; a decrease in the asset cash, $127.55; and an increase in the liability 
notes payable, $300.00. \ 


September 2, 19 The entry to re- 





—====== cord the note is in 





ij = j 53 inate 1) 
Gordon: Bros. 6425500 s lion a 2 | 300 ] the illustration at the 
Notes OR oe 6 300 left; the information 
pe ee ase or hy | | for this entry is ob- 


| 

| 

on account. | ! 

tained from the stub. 


The entry in the cash book to record the payment of cash is: 


Cc pees Payments 








i = — — ————— — - fl hue 
} 
Gordon Bros. In full of account | 127 55 | | 


19 i 
Sept. | 2 








When the entries in the cash book and general journal have been posted, 
the account with Gordon Bros. will be in balance and the amount of the note 
will be recorded in the Notes Payable account. L. W. Sawyer still owes Gor- 
don Bros. the amount of the note, but the indebtedness is recorded in the Notes 
Payable account because it is now in the form of a written agreement. 
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Borrowing Money from the Bank. When money is borrowed from a 
bank and the borrower issues his note as evidence of the loan, the transaction 
results in an increase in the asset cash and an increase in the liability notes 
payable. The borrower will be required to pay for the use of the money 
either at the time the loan is made or at maturity. 

The borrower usually leaves the money borrowed on deposit with the 
bank, subject to check. The amount which the borrower receives or which is 
placed to his credit is usually referred to by him as the proceeds of the loan. 
When the borrower pays the interest at maturity, the amount of the proceeds 
is the face of the note; when he pays the interest in advance, the amount of the 
proceeds is usually the face of the note less the interest. 


September 10. L. W. Sawyer borrowed $1,000.00 from the 
First National Bank on his 90-day 6% interest-bearing 
note. Received credit for the proceeds, $1,000.00. 


The illustration below shows the note and stub. The record of this note 
in the notes payable register is on page 208. The transaction increases the 
asset cash and the liability notes payable the face of the note. 








Tn favor “te 





Payable Girt aleonal dank 


Interest. Sea 
LSM TS 








Due 





The entry in the cash book to record this transaction is: 


CASH Receipts 


19 | | ) | me 
Sept. /10 Notes Payable Proceeds ot note No. 2 | 1000 | 


When this entry has been posted, the Notes Payable account will be 
credited with $1,000.00, thus recording the liability on the ledger. 

















A Non-interest-bearing Note. When the note requires the maker to 
pay only the face at maturity it is referred to as a non-interest-bearing note. 
No reference to interest in the note always indicates that it is non-interest- 
bearing. If space is provided for the rate of interest on the note and the note 
is non-interest-bearing, the better plan is to write “no” or draw a line in the 
space for interest, as in the notes on pages 198 and 199. This avoids the possi- 
bility of changing the note after it is issued. The face value and maturity 
value of a non-interest-bearing note are always the same. 


An Interest-bearing Note. When the note requires that the maker 
pay the face and interest at maturity, it is referred to as an interest-bearing 
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note. The rate of interest should always be stated to avoid any possible mis- 
understanding regarding the amount of interest. This is true even though 
the legal rate (rate fixed by law) of interest is to be collected. Thus, in the 
note on page 200 the statement ‘With interest at 6%” indicates that L. W. 
Sawyer, the maker, has promised to pay $1,015.00 at the maturity of the note, 
$1,000.00 the face of the note and $15.00 interest. 


When a note is received, the face value is recorded as a debit to the Notes Receivable 
account whether it is interest-bearing or non-interest-bearing. The method of recording 
notes whether interest-bearing or non-interest-bearing when received at a value other than 
the face value is explained in a succeeding chapter. 


Exercise 74, Notes Receivable and Notes Payable 
(ORAL OR WRITTEN) 


1. The note illustrated at the right and cash were received September 1 in 
full for the past due account shown below the note. (a) On whose ledger does 
Seer Cece civ auacpenmceimenaumeumnsinaxavenmausmcniaaaans 
able account appear? &* 

(b) How much is the } 
past due balance? 
(c) How much cash § 
was received? (d) As 
bookkeeper for the} 
payee, in what books § G, & 
OLS ULOTI@iNal © CTtI-y Piliis cosessnesssensedateansennscesnantonnses@nenteniansnsnsabeniesssceneensncseascaiensAial 
would you record the Warren GTnean 

cash and the note? 75 ; 
(e) What accounts July 12/30 days} $27 |] 141/50 } 


aoe 28| 20 days| $65 || 119135 
would you debit? (f) uo. [él 60 days| $98 || 205128 
Credit? (g) Why? 

















19 
Aug. |12 C4 || 50 
20 C6 || 75 





2. “October 1. J. L. Boggs, a retail merchant, paid the account illustrated 
at the left with a check for $200.00 and a 60-day note for the balance.” (a) 
What is the face of 


STRICKLAND BRos. Dalton the note? (b) Who 
will be the payee? 

















19 19 
Sept. | 1 J12 || 25/80 | Aug. |17 P16 //138/25 (c) The maker? (d) 
20 C10|/125| || Sept. |25 P18|/254/86 A. bookkeeper for 






































Mr. Boggs, in what 
books of original entry will you record the transaction? (e) What account 
is debited? (f) What accounts are credited? 


3. “August 13. J. A. Saul borrowed $2,000.00 from the City Bank on his 
60-day, 6% interest-bearing note. Received credit for $2,000.00, the face of 
the note.” (a) How will this transaction be recorded by Mr. Saul? (b) When 
will the note mature? (c) How much will J. A. Saul pay the bank at maturity? 
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4. “May 3. R.H. Boles received from W. O. Duncan a 60-day, 6% 
interest-bearing note for $125.00 and cash $52.50 in full of account, $177.50.” 
(a) How will this transaction be recorded by the payee? (b) When does the 
note mature? (c) What amount will W. O. Duncan pay at maturity? 


5. “March 12. Martin Bros. received from L. C. Aul a 60-day, 6% inter- 
est-bearing note for $400.00 and a check for $125.35 in full of account, $525.35.” 
(a) How will this transaction be recorded by the payee? What effect does it 
have on (b) the assets of the payee? (c) the liabilities? (d) What is the ma- 
turity date of the note? (e) How much will the payee collect at maturity? 


Collecting Notes Receivable. The maker of a note promises to pay the 
amount stated in the note to the payee at maturity. If the payee holds the 
note until maturity, he should notify the maker a few days before maturity 
so that the maker may be prepared to pay the note. If the payee transfers 
the note to another before maturity, the one to whom it is transferred, usually 
referred to as the holder, should notify the maker before maturity. 


The holder of a note receivable usually collects it through a bank, either 
the one at which he does business or the one at which the maker has made 
it payable. The note is left with the bank a few days before maturity so that 
the maker may be notified and through this notice know when and where to 
pay the note. The collecting bank notifies the maker before maturity of the 
note. When the maker pays the note, the collecting bank notifies the holder 
that it has been collected. If the holder is a depositor of the bank, he receives 
credit in his account for the amount collected; if not a depositor, he will re- 
ceive a bank draft or cashier’s check for the amount collected. 


May 20, the payee of the note shown below, transferred the note to the 
Merchants Bank __ 
at which it is pay- {t 
able for collection. 
The indorsement [ 
was “Pay to the | 
orderof Merchants | 
Bank, For collec- 
tion, C. H. Nixon.” 











This is not a fs 
transaction, hence “= 
no entry is required. If the notes are recorded in a note register as illustra- 
ted at the conclusion of this chapter, a notation of the disposition of the note 
is made in the register. 


The notice at the left in the illustration at the top of page 203 was mailed 
by the bank to the maker of the note before the maturity of the note. The 
notice at the right in the illustration at the top of page 203 was mailed to 
C. H. Nixon by the bank after the collection had been made. 
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MERCHANTS BANK NOTICE OF COLLECTION c 
MERCHANTS EANK 
May 24 s a June) 355.5 
Sis —___19_ C. H. Nixon 
R. L. Houston City 
cis WE HAVE PLACED $127050 sto your CREDIT. 
THISIS THE PROCEEDS oFyouR_2Ot® terror 
Your {22itprence} for $127 +50 will be due—_May 50 39 __ cottection MAY 20 1, pop $127.50 np 


INTEREST $. . LESS OUR COLLECTION CHARGES 





Your early attention will oblige, 


| $. PRESENT THIS NOTICE WITH YOUR PASS BOOK. 


QO. Carber ©. GARBER 
Cashior CASHIER 








Receiving credit at the bank for $127.50 (see notice above) is to C. H. 
Nixon a transaction in which the asset cash is increased and the asset notes 
receivable decreased the amount of the collection. 

The entry to record this transaction in the cash book is: 


CASH Receipts 








j 

| Notes Receivable ie L. Houston not 

Collection Charges on a Note. Banks usually make no charge for 
collecting a note for a depositor. Banks do, however, make a collection charge 
when a note is collected for a non-customer. The collection charge is deducted 
from the amount collected. This means that in the case of a non-interest- 
bearing note the holder would receive less than the face of the note if the col- 
lecting bank charged for collecting it. 


The collection of a note when the holder receives the face of the note is 
an exchange of one asset for another. When the holder receives less than the 
face of the note as the result of a collection charge, the difference between the 
face value and the amount received is an expense usually referred to as col- 
lection expense. 


The payment of collection charges for collecting a note requires a record 
of the expense. There are a number of methods which may be used for re- 
cording this expense but only the most common is illustrated here. In this 
method, the transaction is recorded in the general journal and the cash in 
the cash book. 

In the general journal entry Cash is debited to record the increase in the 
asset cash, Collection Expense is debited to record the increase in expense 
because of collection charges, and the Notes Receivable account is credited 
to record the decrease in the asset notes receivable. The amount of cash col- 
lected is recorded on the receipts side of the cash book. Check marks are used 
to avoid double posting to Cash and Notes Receivable accounts. 


(Al al Gas ec = (aang 


June | 1 wal] | 
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Recording Collection Expense. May 9. C. H. Nixon received a bank 
draft and the notice in the 
illustration at the right be- Rotae tarioncad chiGe 
cause of the collection of a Glotaland a MSE eee eg ee 
note, as described in the no- SS ESE 
tice. The face value of this Te a i he ea a ae eae ae 
note, $217.50, is a debit in 
the Notes Receivable ac- 
count on his ledger. This 
transaction results in a de- 
crease in the asset notes To C. H. Nixon, 
receivable $217.50, an in- ae ie 5 Seo ene 
crease in the asset cash 
$216.85, and an increase in the expense 65c because of collection charges. 


The general journal entry at the left and the cash book entry below 











J. M. May, Cleveland 217.50 216.85 


Chicago draft for $216.85 inclosed. 








May 9, 19 record the transac- 

— SSS SS tion. The check 
BORN on ne eter 216) 85 | marks in the folio 
Geren ie © | o17\59 Columns are to avoid 
Proceeds of J. M. May double posting to the 

note. Cash and Notes Re- 


ceivable accounts. When the entries not checked have been posted, the Notes 
Receivable account will be credited for the face of the note and the Collection 
Expense account debited for the collection charges. 


CASH Receipts 
May | 9; v | Notes Receivable Proceeds of J. M. May note 216 85 | 
The Collection Expense Account is a record of the increase in expense 
because of collection charges paid collecting agents. 


This account is debited for the increases in collection expense. 
The debit balance of this account shows the total collection expense and 


is closed into the Profit and Loss Summary account. 


When the bank charges for collecting out-of-town checks, the deduction made from the 
deposit because of these collection charges is usually regarded as a collection expense and 
recorded in the Collection Expense account. 

















Renewal of a Note Receivable. When the maker of a note receivable 
desires an extension of time for a part or all of the note, it is customary to re- 
quire a new note for the amount on which the extension of time is granted. 
When cash is collected for part of the note and a new note received for the 
balance, the transaction results in an increase in the asset cash for the amount 
of money received, an increase in the asset notes receivable for the face of the 
new note, and a decrease in the asset notes receivable for the face of the old 
note. When the new note received is for the same amount as the old note, 
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the nature and amount of the assets do not change but the renewal of the 
note should be recorded as a debit and credit to the Notes Receivable account. 


November 12. C. H. Nixon received from Walter Meyers 
$50.00 in cash and note No. 27 for $122.50 in settlement for 
note No. 14, face value $172.50. 


This transaction affects only the assets. The numbers refer to the note 
* register numbers. The general journal entry at the right and the cash book 
entry below record 
the transaction. The 


November 12,19 
sia ge 
debits record the in- a eosh | 50 : 




















creases in assets and Notes Receivable. eens | 122 |50 
: otes Receivable........... 172) 50 
the credit, the de- Renewal of note No. 14 | 
crease in assets. 
Check marks are used to avoid double posting. 
ait CasH Receipts 


19 
Nov. 





Notes Receivable Paru payment, Note No. 4) sa —_ | | 
| 
When these entries are posted, the face of the old note recorded in the 


Notes Receivable account will be canceled through the credit entry and the 
face of the new note will be recorded through the debit entry. 





2 v 





November 26. C. H. Nixon received from E. L. Hammer 
note No. 28 for $195.75 to renew note No. 16 for $195.75. 


This transaction does not change any account balance but the new 
note should be recorded because of the extension of time. The entry in the il- 
November 26.19 lustration at the left 
shows the method of 


Notes Receivable............. | 195 |75 recording the new 
Notes Receivable........... | 19575 note and canceling 








d te No. 16 
Renewed note No the old note. 


Renewal of a Note Payable. This refers to an extension of time for 
the payment of a part or all of a note payable. When a part of a note payable 
is paid at maturity and the balance renewed with a new note, the transaction 
results in a decrease in the asset cash for the amount of cash paid, a decrease 
in the liability notes payable for the face of the old note, and an increase in 
the liability notes payable for the face of the new note. When an extension 
of time is for the face of a note payable, the transaction does not change any 
account balance but should be recorded because of the extension of time. 
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December 1. C. H. Nixon gave the City National Bank 
check for $200.00 and note No. 22 for $300.00 in settle- 
ment for note No. 15, $500.00. 


This transaction affects the assets and liabilities. The numbers refer to 
entries in the note 























; December 1. 19 PAGE 11 
register. The general — = ST = 
journal entry at the Notes Payable | ine, oss ntnc.'9 > | 600 _ | | 
right and the cash v Sa pile, Por a hie | | es A 

OLES TAY VOLE viinetelstateus « cr ele le | : ae ae 
book entry below re- |” Gave cheek for $200.00 and || | 
eord the transaction. note No. 22 in settlement for | | 
Check marks are used BAO NEL K 
to avoid double posting to the Cash and Notes Payable accounts. 
th PE __CasH x2 ________ Payments 
19 | ] | 
Dec. | 1| y /|Notes Payable Note No. 15; see journal, page 11 1 200 |— 1 
: 











When these entries are posted, the old note will be canceled through the 
debit entry and the face of the new note will be recorded through the credit 
entry. 

December 15. C. H. Nixon renewed note No. 16 for $600.00 
with note No. 28 for the same amount. 


This transaction does not change any account balance but the new note 
should be recorded because of the extension of time. The entry in the illus- 
. tration at the left 
shows the method of 
recording the new 


December 15, 19 


Notes#pavablew. 1s 44: sch ase 600 |— | 











Notes Payable..........-... | | 600 — note and canceling 
Renewed note No. 16 with | | | the old one. The 
| 


| | numbers stated in 
the transaction and in the explanation refer to the numbers in the notes pay- 
able register. 


The method of recording interest when notes are collected, paid, or renewed is not 
included in the foregoing discussion of notes. This subject is explained in the next chapter. 


| 
| note No. 23. 


Indorsement of Notes. A note may be indorsed (a) to transfer the 
title, (b) as security, (c) for part payment, and (d) for collection. Indorse- 
ments are written on the back in the same manner as the indorsements on 
checks. An indorsement for security may be written on the face under the 
name of the maker provided the surety writes ‘‘surety” after his name.’ 

An indorsement to transfer the title may be made in blank or in full. An 
indorsement for security is usual’y made in blank. An indorsement for part 
payment contains the date and amount of the payment; no name should ap- 
pear in connection with this indorsement because it might be interpreted as 
surety. An indorsement for collection includes ‘for collection” or ‘for col- 
lection and credit”, the name of the collecting agent and the one for whom 
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the note is collected. Each indorser for transfer of title on a note is responsible 
for payment unless without recourse appears in connection with his indorsement. 
The illustration below shows the face of a note on the date of issue. 

















The illustration below shows the back of the above note when it was 
returned to the maker. The first indorsement is for surety; the second, re- 
ceipt for part payment; the third, for transfer; and the fourth, for collection. 
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A Dishonored Note Receivable. When the maker of a note refuses to 
pay or renew it at maturity, the note is said to be dishonored. When a note 
is dishonored, the maker is not relieved from the responsibility of paying it. 
To the holder, a dishonored note is an asset and will remain as an asset until 
it is collected or charged off as a bad debt. 

The asset value of the dishonored note may be allowed to remain in the 
Notes Receivable account, it may be transferred to an account with dis- 
honored notes or it may be transferred to the account with the charge cus- 
tomer. The only purpose in transferring it would be to have the Notes 
Receivable account show only the asset value of notes not yet due. 

The illustration below shows the entry required to transfer the amount 
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from whom it was received. The debit to the account with the charge customer 
records the increase in the asset accounts receivable, and the credit to the Notes 
Receivable account, the decrease in the asset notes receivable. 


When this entry is posted, ‘“Dishonored note’”’ will be written in the ex- 
planation of the account with L. C. Spence, and “L. C. Spence” in the expla- 
nation of the Notes Receivable account. The dishonored note is retained by 
the holder as evidence of the debit to the account with the charge customer. 


When there are indorsers on a dishonored note, it should be protested in 
the same manner as for a dishonored check as explained on page 185. The 
method of recording a dishonored note, which has been protested in order to 
hold the endorsers, and recording the protest fee is explained and illustrated 
in a subsequent chapter. 


Note Register. The Notes Receivable account contains a record of all 
the notes receivable and the Notes Payable account, the notes payable. When 
the transactions with notes receivable and notes payable are numerous, it is 
customary to maintain a supplementary record of these notes in registers 
for notes receivable and for notes payable. The title of each register indi- 
cates the nature of the notes recorded in it. 


The ruling in each register provides full information regarding each 
note on one horizontal line. This information includes not only that pro- 
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Illustration 47, Notes Receivable Register (Left Page) 
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Illustration 48, Notes Payable Register (Left Page) 
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vided at the time the note is received or issued but all facts regarding the 
note receivable and note payable until collected or paid. 


The Notes Receivable Register in the illustration contains a record of 
the five notes received by L. W. Sawyer during the month of September. The 
first entry is for the note illustrated on page 198. The other entries were made 
from notes similar to this. Full information regarding each note is recorded 
on one horizontal line. All of the vertical columns are filled out at the time 
the note is received except the two at the extreme right; the entries in these 
columns are made at maturity or at the time the note is sent to the collecting 
bank for collection. 


Each note is recorded in the note register at the time it is received and 
the number of the note register used in describing the note when recording in 
the book of original entry and when collecting. The note register number may 
be entered on the note if desired. 


The Notes Payable Register at the bottom of page 208 and this page 
contains a record of the five notes issued by L. W. Sawyer during the month 
of September. The first and second entries are the notes illustrated on pages 
199 and 200. When the notes payable register is used, it is not necessary to. 
provide information regarding the note on the stub as in the illustrations. 
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Illustration 47, Notes Receivable Register (Right Page) 
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Illustration 48, Notes Payable Register (Right Page) 
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. Exercise 75, Notes Receivable and Payable 
(ORAL OR WRITTEN) 


You may assume that each of the following transactions were completed 
in the operation of your own business. 


1. May 14. Gave Paul Green check for $137.50 and note No. 60, face 
value $200.00, in full of account, $337.50. (a) What effect does this transac- 
tion have on your liabilities? (b) State the entries to record the note and 
the cash paid. (c) Would a stub be necessary on the note if a notes payable 
register is maintained? (d) Why? 


2. May 28. Received from R. L. Gold check for $37.75 and note No. 42, 
face value $50.00, in settlement of account. (a) What effect does this trans- 
action have on your assets? (b) State the entries to record the note and the 
cash. 


38. May 16. Received credit at the bank for $1,000.00, proceeds of note 
No. 45, face value $1,000.00, interest rate 6%. (a) What effect does this trans- 
action have on your assets, liabilities and expense? (b) State the entry to re- 
cord this transaction. 


4, “We have credited your account with $250.00, collection of your note 
No. 37, face value $250.00.” This quotation is from a notice received from 
the bank. (a) What effect does this transaction have on your assets? (b) How 
is the transaction recorded? 


5. “We have credited your account with $495.00, proceeds of collecting 
your note No. 75, face value $496.00.” (a) What effect does this transaction 
have on your assets and expense? (b) How is the note recorded? (c) How is 
the cash received recorded? 


6. “Received note No. 75, face value $200.00, to renew note No. 52, 
face value, same amount.”” (a) How does this transaction affect your assets? 
(b) How is it recorded? 


7. Received from James Sloan check for $50.00 and note No. 82, face 
value $100.00, in settlement for note No. 18, face value, $150.00. - (a): What 
effect does this transaction have on the assets? (b) How is it recorded? 


Exercise 76, Recording Notes Receivable and Payable 


Record each oi the following transactions in the cash book or cash book 
and general journal as required: 


1. May 7. Received from O. L. Taylor note No. 27, face value $87.50, 
in full of account. 


2. October 5. Received cash, $125.00, from J. L. Jordan in full for note 
No. 18, due today. 


ee 
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3. November 10. Received credit at the First National Bank for $200.00, 
face of our interest-bearing note No. 22. 


4. May 4. Gave C. W. Powers a check for $50.00 and note No. 31, face 
value $250.00, in settlement for note No. 19. 


5. June 16. Received from James Dailey check for $25.00 and note No. 
29, face value $7 5.00, in settlement for note No. 20. 


6. October 21. Received from the Traders Bank a cashier’s check for 
$199.40 for note No. 76, face value $200.00, left with this bank for collection. 


7. March 11. Gave L. C. Hauck a check for $116.50 and note No. 42, 
face value $100.00, for note No. 27, face value $216.50. 


8. February 17. Received from B. A. Davy check for $16.50 and note 
No. 44, face value $83.50, in settlement for note No. 28, face value $100.00. 


9. March 8. Gave the City National Bank a check for $300.00 in payment 
for note No. 52. 


10. September 25. Charged D. A. Long with $125.50, face of note No. 
63, dishonored by the maker. 


Exercise 77, Working Sheet and Reports 


The Trial Balance in the illustration at the right was prepared from the 
ledger of J. L. Bron- 
son at the close of the J. L. BRONSON 
fiscal year ending TRIAL BALANCE, June 80, 19 
June 30. The inven- 
tories are as follows: 
merchandise, 
$11,594.55; supplies, 
$125.05; prepaid in- 
surance, $264 .46. 
The equipment is de- 
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and the facts stated 
regarding the inven- 
tories and deprecia- 
tion prepare (a) a 
Working Sheet, (b) iJ 
Balance Sheet, (c) 
Profit and Loss 
Statement, and (d) adjusting and closing entries. The net profit should be 
$4,938.84 and the present capital $16,838.84. 
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CHAPTER XVIII 
INTEREST EXPENSE AND INTEREST INCOME 


Interest is a service for which money is paid or collected for the use of 
money. The discussion in this chapter relates to interest as an expense and 
interest aS an income. 


Interest. Businesses frequently find it necessary to borrow money to 
finance their operations. They are required to pay for the use of this money 
the same as they are required to pay rent for the use of a building. The amount 
of the charge is expressed as a per cent of the amount borrowed and is known 
as interest. Interest at six per cent means that a charge of six cents is made 
for each dollar borrowed for one year. The payment of money by the business 
for interest causes a decrease in proprietorship, usually referred to as interest 
expense. The receipt of money for interest causes an increase in proprietorship, 
usually referred to as interest income. 


Interest on Notes Payable. When a note payable is issued and the 
maker agrees to pay interest for the use of the money, the interest may be 
paid in advance, that is, on the date of the note, or it may be paid at maturity. 
When the maker pays interest in advance, he issues a non-interest-bearing 
note; when he is to pay interest at maturity, he issues an interest-bearing note. 

At maturity the maker of an interest-bearing note will be required to 
pay more than the face of the note because of the promise to pay interest. 
The payment of an interest-bearing note, results in a decrease in the asset 
cash for the amount of cash paid, a decrease in the liability notes payable for 
the face of the note, and a decrease in proprietorship (increase in expense) 
for the difference between the cash paid and the face of the note. This effect 
is recorded as a debit to the Notes Payable account, a debit to the Interest 
Expense account, and a credit to the Cash account. 


December 1. D. C. Barnes issued a check for $2,525.00 in 
payment for note No. 87, face $2,500.00, and interest 
$25.00, due today. 


This transaction decreases the asset cash $2,525.00, decreases the liability 
notes payable $2,500.00, and increases the expense $25.00. The entry to re- 
cord this transaction in the cash book is: 
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When these two entries are posted, the Notes Payable account will be in 
balance and the Interest Expense account will show a debit balance of $25.00. 
The posting to the Interest Expense account is shown on page 214. 
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A Bank Loan. When a non-interest-bearing note is issued to a bank as 
evidence of a loan, the borrower either pays the interest with cash and receives 
cash or credit in his account for the face of the note, or the interest is deducted 
through his receiving cash or credit in his account for the face of the note less 
the interest. In either case the final effect of the transaction is an increase in 
the asset cash, an increase in the liability notes payable, and an increase in 
the expense for the amount of the interest paid or deducted. 


December 5. D. C. Barnes received credit at the bank for 
$1,776.00, the proceeds of note No. 38, face $1,800.00, 
discount $24.00. 


This transaction increases the assets $1,776.00, increases: the expense 
$24.00, and increases the liabilities $1,800.00. 


The general journal entry at the right and the cash book entry below 
record the effect on 
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A transaction in which a person borrows money trom a bank on his own note is 
sometimes referred to as discounting a note payable. This term is used to distinguish the 
loan from the discounting of a note receivable explained in a subsequent chapter. 


{Interest on Accounts Payable. Some firms collect interest on past 
due accounts while others require interest only on notes. When the owner 
of a business is required to pay interest on past due accounts, the interest 
paid will be an expense the same as that paid on notes. The asset cash de- 
creases the amount of cash paid, the liability accounts payable decreases the 
amount of the account, and the interest expense increases the amount of the 
interest which is the difference between the cash and the account balance. 


December 10. D. C. Barnes, gave W. J. Ferguson, a cred- 
itor, a check for $217.94 in payment for balance due him, 
$216.55, and interest, $1.39. 


This transaction decreases the liabilities $216.55, increases the expenses 
$1.39, and decreases the assets $217.94. 
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The entry to record this transaction in the cash book is: 
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Interest Included in a Note. When a note is given a creditor in pay- 
ment for a past due account balance and interest, the transaction results in 
an increase in the liability notes payable for the face of the note, a decrease 
in the liability accounts payable for the balance of the account, and an increase 
in the interest expense for the interest which is the difference between the 
account and the face of the note. 


December 11. D. C. Barnes gave U. L. Duggan note No. 39, 
face $316.65, in settlement of account, $314.48, and interest 
on the account, $2.17. 
This transaction affects the liabilities and expense. The entry in the 
general journal to re- 
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because of issuing a 
note for a greater amount than the account. 

The illustration at the left shows the Interest Expense account resulting 
from posting the interest expense recorded in the books of original entry on 
pages 212, 218, and 214. The first and third entries record an increase in 
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| cords an increase in 
interest expense because the liabilities increase more than the assets increase. 
The fourth entry records an increase because the liabilities increase more 
than the liabilities decrease. In other words, the Interest Expense account 
is debited for all increases in interest expense. 


Exercise 78, Interest Expense 
(ORAL OR WRITTEN) 


1. Issued check No. 107 for $252.50 in payment for note No. 86, face 
$250.00. What effect does this transaction have on (a) the assets? (b) the 
liabilities? (c) the expense? (d) How is this transaction recorded? 
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2. Gave Ames Bros. check for $201.50 in payment of account, $199.50, 
and interest on past due balance, $2.00. What effect does this transaction 
have on (a) the assets? (b) the liabilities? (c) the expense? (d) How is it 
recorded in the cash book? 

3. Gave the bank note No. 47, face $500.00, and a check for $5.00 to 
renew note No. 35 and to pay the interest on it. (a) What effect does this 
transaction have on the assets, liabilities and expense? (b) How is it recorded? 

4, Gave James Mann check for $204.50 and note No. 62 for $200.00 in 
settlement of account, $401.25, and interest on past due account and note to 
maturity, $3.25. What effect does this transaction have on (a) the assets? 
(b) the liabilities? (c) the expense? (d) How is it recorded? 


Exercise 79, Notes Payable and Interest Expense 

Record the following transactions completed by A. L. Hoff in the general 
journal, cash book and notes payable register. 

1. July 7. Gave the Union Bank a 90-day non-interest-bearing note for 
$2,000.00. Issued check for $40.00 in payment of the interest at 8% and 
received credit for the face of the note. Record in the register as note No. 40. 

2. July 26. Gave A. Kahn a 60-day non-interest-bearing note for $350.00, 
payable at Merchants Bank, and a check for $62.50 in payment for the balance 
of the account, $407.88, and interest on the note at 8%, $4.67. 

3. August 8. Gave D. L. Young a check for $105.25 and a 30-day 6% 
interest-bearing note, face $200.00, payable at City National Bank, in full of 
account, $303.57, and interest on account, $1.68. 

4. September 1. Gave J. L. Blue a check for $66.97 and a 90-day 6% 
interest-bearing note for $350.00, payable at Merchants Bank, in full of ac- 
count, $416.97. 

5. September 2. Gave D. L. Young a check for $201.00 to pay note No. 
42 due today and interest, $1.00. 

6. October 5. Gave Union Bank a check for $1,000.00 and a 60-day 6% 
interest-bearing note for $1000.00 in payment for note No. 40 issued July 7. 


Exercise 80, Interest on Notes and Accounts 
Record the following transactions in the general journal and cash book. 


1. June 28. Gave Carroll Bros. a check for $56.75, a 80-day non-interest- 
bearing note for $200.00, a 60-day non-interest bearing note for $150.00, and 
a 90-day non-interest-bearing note for $100.00, for balance due on ac- 
count, $501.42, and interest on the notes, $5.88. Record the face of each 
note separately. Why? 

2. August 4. Gave the Third National Bank a check for $350.25 and a 
90-day non-interest-bearing note for $1,200.00, in payment for a 90-day 7% 
interest-bearing note for $1,500.00 and interest $26.25, due today, and interest 
at 8% on the new note. 
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3. July 6. Gave Simms Bros. a 60-day 6% interest-bearing note for 
$256.68 in settlement for a_past due account of $255.40 and interest for 30 
days at 6%, $1.28. 


4, September 4. Gave a check to the Third National Bank for $259.25 in 
payment for note issued July 6, face $256.68, and interest $2.57. 


5. June 12. Gave O. C. Upton check for $771.25 in full of account, 
$762.50, and interest on account, $8.75. 


INTEREST INCOME 


Interest on Notes Receivable. Interest is usually collected by a busi- 
ness at the maturity of an interest-bearing note receivable. When cash is 
received for an interest-bearing note receivable, the amount of cash received is 
more than the face of the note because of the interest. The collection of an 
interest bearing note affects the assets and income; the income (proprietorship) 
increases the same amount as the assets increase which is the difference be- 
tween the face of the note and the cash collected. The increase in income 
is referred to as znterest zncome. 


April 19. J. H. Baron received a check for $505.00 for note 
No. 44, face $500.00 and interest, $5.00. 


This transaction increases the asset cash $505.00, decreases the asset notes 
receivable $500.00, and increases the proprietorship $5.00. The entry to re- 
cord this transaction in the cash book is: 
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Interest on Daily Bank Balance. Some banks allow interest on the 
daily bank balance when the depositor maintains an average daily balance 
above a certain amount. When interest is allowed, the depositor will receive 
monthly notice of the amount. A notice of the amount of credit given for 
interest indicates an increase in the asset cash for the amount of the interest 
and a corresponding increase in proprietorship. This effect is recorded as a 
debit to the Cash account and a credit to the Interest Income account. The 
amount of the credit is added to the bank balance shown on the check stub. 


April 25. J. H. Baron received notice from the bank that 
his account had been credited with $25.50 interest on his 
daily bank balance. 


This transaction increases the proprietorship (interest income) and the 
asset cash each $25.50. The entry to record this transaction in the eash book 
is shown at the top of page 217. 
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CasH Book Receipts 
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Interest on Accounts Receivable. Some firms collect interest from 
charge customers on past due accounts while others collect interest only on 
notes. Cash received from a charge customer for the amount he owes and 
interest results in an increase in the asset cash, an increase in the proprietorship 
(income) through the interest, and a decrease in the asset accounts receivable. 


April 30. J. H. Baron received a check from A. C. Cole for 
$431.65 for balance due on account, $429.50, and 6% inter- 
est for the 80 days past due, $2.15. 


This transaction results in an increase in the asset cash, a decrease in 
the asset accounts receivable, and an increase in income (proprietorship). 
The entry to record the transaction in the cash book is: 
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Interest Included in a Note. When a note is received from a charge 
customer for a past due balance and interest, the transaction results in an 
increase in the asset notes receivable for the face of the note, an increase in 
proprietorship for the interest, and a decrease in the asset accounts receivable. 
This effect is recorded by a compound journal entry in which Notes Receiv- 
able is debited for the face of the note, Interest Income credited for the amount 
of the interest, and the customer credited for the balance of his account. 


April 30. J. H. Baron received from Marion Dell, a charge 
customer, note No. 26, face $209.48, in settlement for a 
past due account, $207.63, and interest, $1.85. 


This transaction increases the asset notes receivable $209.48, decreases 
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illustration at the 
right. The posting to the Interest Income account is on page 218. 
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The Interest Income account in the illustration at the left shows the 
result of posting the interest income recorded in the four transactions illus- 
INTEREST INCOME trated. Each entry 
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4 
crease in assets. In the first three transactions, cash was the asset increased; 


in the fourth transaction, notes receivable was the asset increased. 


Exercise 81, Interest Income 
(ORAL OR WRITTEN) 


1. Received check for $406.00 for note No. 37, face $400.00, and interest 
$6.00. What effect does this transaction have on (a) the assets? (b) the 
income? (c) How is it recorded? 

2. Received check from James Slater for $201.25 in full of account, $199.75, 
and interest, $1.50. What effect does this transaction have on (a) the assets? 
(b) the income? (c) How is it recorded? 

8. Received notice from the bank that our account had been credited 
with $3.75, interest on daily deposits. (a) What effect does this transaction 
have on the assets and income? (b) How is it recorded? 

4, Received from W. H. Mills a check for $252.50 and note No. 77, face 
$250.00, in settlement for note No. 638, face $500.00 and interest, $2.50. What 
effect does this transaction have on the assets and income? 

5. Received from James Fish, a charge customer, note No. 25, face 
$217.65, for account $215.20, and interest $2.45. (a) What effect does this 
transaction have on the assets and income? (b) How is it recorded? 


Exercise 82, Notes Receivable and Interest Income 


Record the following transactions completed by Walter Evans in the 
general journal, cash book, and notes receivable register. 

1. May 7. Received from Nathan Marks a 60-day 6% interest-bearing 
note, face $507.50, payable at Union Bank, in full of account, $500.00, and 
interest on the account for 90 days, $7.50. Record in the register as No. 30. 

2. May 10. Received from M. L. Trapp a 30-day 6% interest-bearing 
note, face $184.73, payable at Farmers Bank, Uniontown, for a past due 
account, $182.90 and interest on the account, $1.83. 

38. May 28. Received from L. A. Fowler a 60-day, 6% note, payable at 
City Bank, for $75.00 and a check for $25.86 in full of account, $99.65, and 
interest, 71c. 

4, June 1. Sent note No. 31 to Farmers Bank, Uniontown, for collection. 

5. June 10. Received from O. A. Locke a 30-day 6% interest-bearing 
note for $271.55, payable at Union Bank, for account, $269.80, and interest 
on past due account, $1.75. 
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6. June 12. Received cashier’s check for $185.15 for note No. 31 and in- 
terest, 92c, less collection charges, 50c. 

7. July 6. Received check from Nathan Marks for $312.58 and a 60-day 
6% interest-bearing note for $200.00 for note No. 30, face $507.50, and in- 
terest, $5.08. 


Exercise 83, Accounts Receivable and Interest Income 

Record in the general journal, cash book or both, as required, each of the 
following transactions. 

(1) May 4. Received from I. H. Cobbe check for $1,212.00 in full of 
account, $1,200.00, and interest at 6% for 60 days, $12.00. 

(2) June 4. Received notice from the City National Bank that our ac- 
count has been credited with $39.65, interest on daily bank balance. 

(3) April 15. Received from B. L. Stewart, a charge customer, note No. 
67, face $217.50, in full of account, $215.50, and interest on the account, $2.00. 

(4) March 12. Received from W. D. Wales, a charge customer, note No. 
48 for $500.00 and a check for $214.04 in full of past due account, $710.35, 
and interest to date, $3.69. 


(5) May 11. Received from W. D. Wales check for $255.00 and a 60-day 
6% interest-bearing note for $250.00 for note No. 48. 


INTEREST CALCULATIONS 


Method of Ascertaining the Interest. Interest calculations require 
knowledge of the following: (a) the principal on which the interest is to be 
paid or collected, (b) the time and (c) the rate. The principal is stated in the 
note or account. The rate is the agreed or legal rate. The interest to be paid 
or collected is the principal multiplied by the rate expressed as a decimal 
fraction, if the time is one year; if the time is more or less than a year, the 
interest is proportionately more or less. 


The Time between two dates includes the number of days beginning with 
the next after the first date and including the last day of the May siodare 
pericd. Thus, the method of ascertaining the time between May 11 date 
May 11 and July 16 would be as in the illustration at the ~ 20 days 
right. The date subtracted from the number of days in the Sune 2 ire 
month gives the remaining number of daysin that month. The Bern 
number of days in each succeeding month and the number of 
days in the ending month added to the number of days remaining in the be- 
ginning month is the number of days for which interest is computed. 


Sixty-day, Six Per Cent Method. For convenience when making 
interest calculations, it is customary in business to regard a year as 360 days. 
Thus, if the interest rate is 6%, this means 6/100 of the principal for 360 days. 
If the time is only 180 days, the interest would be one-half the interest for a 
year; if 90 days, one-fourth; if 60 days, one-sixth. 
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The interest on $1,000.00 for one year’ at 6% is 6/100 of $1,000.00 or 
$60.00. The interest on $1,000.00 for 60 days at 6% is 1/6 of the interest for 
one year or $10.00. The interest on $1,000.00 for 6 days is 1/10 of the inter- 
est for 60 days or $1.00. Thus, the interest on $1,000.00 for one year at 6% 
is $60.00, for 60 days, $10.00, and for 6 days, $1.00. 

The “6% 60 day’ method is based on the fact that the interest on any 
amount for 60 days at 6% is one hundredth of the amount and the interest 
for six days is one thousandth of the amount. Thus, the interest on $1,650.00 
for 60 days is $16.50 and for 6 days $1.65. The illustration at the left shows - 

: ; the method of ascertaining the interest 
Interest on $326.48 for 6 days = $0.32648 on $326.48 for 48 days at 6%. The 
eae Ser eie is interest for 6 days is $0.82648 and 6 is 
contained into 48,8 times, hence the 

interest for 48 days is 8 times the interest for 6 days. 





The interest on $326.48 for ah ceh on a ae 60 paid ee 

: nterest on $326.48 for 6 days= .3264 

12 days at 6% and at 87% Is as- Interest on $326.48 for 6 days= .32648 

certained as in the illustration at Interest on, $826.48 tor 72 days= $8.91776 

the right. The interest at 8% is $3 .91776+38 1.30592 

one-third more than at 6%. - Interest at 8% for 72 days= $5.22368 
SUMMARY 


The Interest Expense Account is a record of the increase in the expense 
because of interest paid or accrued. This account is debited for increases in 
interest expense. 

The debit balance of the Interest Expense account is an expense and is 
closed into the Profit and Loss Summary account. 


The Interest Income Account is a record of the increase in income 
because of interest collected or accrued. This account is credited for increases 
in interest income. 

The credit balance of the Interest Income account is an income and is 
closed into the Profit and Loss Summary account. 


Interest Calculations. The interest on any amount for 60 days at 6% is 
1/100 of the amount, and for 6 days, 1/1000. When the time is more than 60 
days, the interest for 60 days is used as a basis and for less than 60 days, the 
interest for 6 days. When the interest rate is more or less than 6%, the inter- 
est for 1% (interest at 6% divided by 6) is multiplied by the given rate to as- 
certain the desired amount of interest. 


Exercise 84, Interest 
(ORAL OR WRITTEN) 


1. “Sixty days after date I promise to pay to the order of City Bank, 
$1000.00 with interest at 6%.’’ This quotation is from a note issued by A. L 
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Moffit December 12. (a) What is the maturity date? (b) What is the 
maturity value? (c) What entry will be made on the books of A. L. Moffit 
when the note is paid at maturity? 

2. (a) What is the nature of the transaction recorded in the journal entry 
at the right? What 
effect does this trans- 
action have on (b) 


December 14, 19 








IDE I), egavoisid sone nee core 251/55 
the assets? (c) the Interest Expense............ 2|56 
liabilities? (d) the Notes Payablegu. inc ame se. 254)11 


proprietorship? 


3. (a) What is the nature of the transaction of July 5 shown recorded 
in the three accounts 
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res 6/60 days sor 326 ) July 5 Note sp xe 80 will the transaction 
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INTEREST INCOME form? (c) What ef- 

i5 fect does this trans- 

| | | [2a 5 jr | 1/63 action have on the 
assets and proprie- 

Notes RECEIVABLE torship? (d) How 

19 | i many days was the 
July 50% 30 if 2s is | | account past due? 


























(e) What is the ma- 
turity date of the note? (f) What is the maturity value of the note? 


4. What is the amount of interest in each of the following problems: 


(a) $ 400.00, 45 days, 8%? (e) $ 300.00, 30 days, 8%? 
(b) $ 500.00, 36 days, 6%? (f) $6,000.00, 15 days, 8%? 
(c) $ 240.00, 15 days, 6%? (gz) $1,500.00, 30 days, 8%? 
(d) $ 500.00, 48 days, 6%? (h) $ 900.00, 90 days, 9%? 


Exercise 85, Interest Calculations 


Ascertain the following: 


. Maturity value of a 90-day 6% interest-bearing note for $326.50. 

. Maturity value of a 30-day 8% interest-bearing note for $127.80. 

. Maturity value of a 60-day 9% interest-bearing note for $19.65. 

. Maturity value of a 30-day 7% interest-bearing note for $131.55. 

. Interest on $142.55 for 45 days at 5%. 

. Interest on $32.55 from October 12 to December 21 at 6%. 

. Interest on $2,500.00 from March 3 to June 17 at 8%. 

. Interest on $486.16 from August 17 to November 12 at 7%. 

. Maturity value of a 90-day 6% interest-bearing note for $429.38. 
10. Amount to. be collected October 9 on a sale dated July 5, terms, 

60 days, amount of sale $791.82, interest at 6% for the time past due. 


COontononFr®wne 


CHAPTER XIX 
PURCHASES DISCOUNT AND SALES DISCOUNT 


When merchandise is sold on credit, the buyer usually has thirty, sixty 
or ninety days in which to make payment. In order to encourage him to make 
payment before the time allowed, the seller may allow him a cash discount 
for payment within a definite period. The discussion in this chapter relates 
to the method of recording transactions in which cash discount is involved. 


Cash Discount. The purpose of cash discount is to facilitate collection. 
The buyer will make a greater effort to pay the obligation promptly if by so 
doing he is allowed to cancel it with a less amount of cash than the obligation. 


James Brown buys merchandise for $1,000.00 on thirty daystime. Itis 
agreed at the time he makes the purchase that if he pays within ten days, 
he may deduct one per cent discount. It is quite evident that Mr. Brown will 
make a special effort to pay within the ten days because by so doing, he cancels 
a liability of $1,000.00 with $990.00 cash. 


Terms on Invoices. The agreed discount is stated in the terms of the 
invoice. Terms “net 60 days’ mean that the buyer will be expected to pay 
within sixty days from the date of the invoice. Terms “2/10, n/60” indicate 
that the buyer will be expected to pay the full amount of the invoice within 
sixty days from the date of the invoice, but if he pays within ten days, he will 
be entitled to a discount of two per cent from the amount of the invoice. 


Cash discount does not change the method of recording a purchase or a 
sale because neither party knows that the discount will be deducted. The 
. discount becomes effective only when the invoice is paid or collected. 


Cash discounts are of two kinds: 


(1) Those allowed to the business by creditors. usually referred to as pur 
chases discount. 


(2) Those allowed by the business to charge customers, usually referred 
to as sales discount. 


Purchases Discount. The cash discount deducted by the purchaser 
in accordance with the terms of the purchases invoice is referred to as pur- 
chases discount. The effect of purchases discount on the equation, “Assets = 
Liabilities + Proprietorship” is to decrease the assets the amount of cash paid, 
decrease the liabilities the amount of the obligation canceled and increase the 
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income (proprietorship) the difference between the amount of the liability and 
the cash paid, which is the amount of the discount. 


The account in the illustration at the right appears on the ledger of O. 
L. Gore. The infor- 











mation recorded in L. K. Day City 
LS eaccount snows. =— 1.) er ; Paes She 
3/10 1/30 P3) 950|— 
| 


that O. L. Gore owes | | | | ) let. \23 
L. K. Day $950.00 ace 
for merchandise pur- 

chased October 23. The terms of the invoice state that O. L. Gore may de- 
duct 3% if payment is made to L. K. Day within ten days from October 23. 


November 1. Issued check No. 55 for $921.50 to L. K. Day in full for 
invoice of October 23, $950.00, less 3% discount. 














i 


This transaction decreases the asset cash $921.50, the liability accounts 
payable $950.00, and increases the income $28.50. The general journal 
entry at the left and the cash book entry below record this transaction. The 
debit to L. K. Day 
in Sd Bree Se, pie records the decrease 
[byl ARES eee eee aR RU 950|— | in the liability ac- 


November 1, 19 








Wanitcasht a cern Bre aa. 32) as : accounts payable; 
Paid invoice of 10/23 less the credit to the Cash 
discount. account, the decrease 

in the asset cash; 
and the credit to the Purchases Discount account, the increase in income. 

















. CASH Payments 
ih ed — —_————+ a a a a a = 
Nov. |1!/ v |L. K. Day In full of account less discount | 2 | | 














The check marks in the folio columns are to avoid double posting. When 
the journal entry as stated is posted, the account with L. K. Day will be in 
balance and the Purchases Discount account will have a credit balance of 
$28.50; the credit to the Cash account will be through posting the total cash 
payments at the end of the month. 


The entry for the transaction of November 1 may be recorded complete 
in the cash book with the addition of a column for the purchases discount as 
in the illustration below. 











CASH Payments 
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| ! ih oo a 
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19 
Nov. | 1 L. K. Day 
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The amount of the invoice is entered in the first column, the discount in 
the second, and the check in the third. This records the decrease in the lia- 
bility accounts payable, the increase in income, and the decrease in the asset 
cash, hence maintains the equality of debits and credits. 


When posting, the account with L. K. Day is debited with the amount 
entered in the first column; the credit to the Purchases Discount account is 
from the second column and the credit to Cash from the third column. The 
method of posting the total purchases discount in the Purchases Discount 
column of the cash book is explained on page 230. 


Exercise 86, Purchases Discount 
(ORAL OR WRITTEN) 


1. The proprietorship of D. W. Ray, August 1, in equation form is: 


ASSETS $6,000.00 = LIABILITIES $2,100.00+D. W. Ray, 
PROPRIETORSHIP $3,900.00 


August 1. D. W. Ray issued check to a creditor for $490.00 in full of 
account, $500.00, less 2% discount. (a) Show the effect of this transaction on 
the above equation. (b) State the journal entry to record the transaction. 
(c) State the entry to record the cash paid in the cash book. 


2. “Terms, 3/10,2/30,n/60”, appear on an invoice for $2,500.00 received 
by D. D. Mayo, May 16. What amount will be required to pay this invoice 
(a) before May 26? (b) before June 15? (c) at the maturity of the invoice? 
(d) Show the amounts that would be in each of the three columns of the cash 
book on the payments side if the invoice is paid before June 15. 


3. October 12. D. C. Bane received an invoice for merchandise pur- 
chased, $850.00; date of the invoice, October 7; terms, 3/10-n/60. (a) State 
the entry to record this transaction in the purchases journal.’ (b) State the 
entry to record the transaction in a cash book with three columns when the 
invoice is paid October 17. 


4. The proprietorship of L. Spence, October 1, in equation form is: 
AssETs $4,400.00 —LIABILITIES $1,650.00 =L. SPENCE, PROP. $2,750.00 


October 1. Issued check to W. L. Nye, a creditor, for $480.00 in full of 
account, $500.00, less 4%. (a) State the effect of this transaction on the above 
equation. (b) State the entry in journal form to record the transaction. 
(c) State the entry to record the transaction in a three column cash book. 


5. October 8. Issued check to W. L. Nye for $5.00 because the discount 
deducted in the transaction of the 1st should have been 3% instead of 4%. 
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(a) State the effect of this transaction on the equation resulting from recording 
the preceding transaction. State the entry to record the transaction (b) in 
journal form; (c) in a cash book with three columns. 


SALES DISCOUNT 


Sales Discount. The cash discount allowed to a customer as indicated 
by the terms on the sales invoice is referred to as sales discount. It permits 
a charge customer to cancel his obligation with a less amount of cash than the 
obligation. The effect of sales discount on the equation, “‘Assets = Proprie- 
torship”, is to increase the assets the amount of cash received, decrease the 
assets the amount of the account receivable canceled, and increase the expense 
the difference between the amount of the account receivable canceled and the 
cash received, which is the amount of the discount. 
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The account in the illustration at the right appears on the ledger of W. 
B. Gordon. This ac- Coast TAY 
count shows that mae D a | re 
Charles Lay, has the Jan. |22 S75]| 250 |—! | | | | 
privilege of deduct- 
ing 8% if check is received from him on or before February 1. 

February 1. Received check from Charles Lay for $242.50 in full for 

sale of January 22, $250.00, less 3% discount. 
This transaction increases the asset cash $242.50, decreases the asset 


accounts receivable $250.00, and increases the expense $7.50. The general 
journal entry at the 





February 1, 19 left and the cash 

SS SSS book entry below re- 

oe By cord the transaction. 

GRarles Listy... 0 oes car n> <: 250|— The debit to the 
Received cash in full of Cash account records 


account less discount. ‘ f 
the increase in the 


asset cash; the credit 
to the account with Charles Lay, the decrease in the asset accounts receivable; 
and the debit to Sales Discount, the increase in expense. 


The check marks in the folio columns are to avoid double posting. When 
the journal entry is posted as stated the account with Charles Lay will be in 
balance and the Sales Discount account will have a debit balance of $7.50; 
the debit to the Cash account will be through posting the total cash receipts 


at the end of the month. 


CasH Receipts 
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Feb. 1|. |Charles Lay In full of account less discount 242 
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The entry for the transaction of February 1 may be recorded in the cash 
book only with the addition of a column for the sales discount as in the illus- 
tration below. ; 























a CASH Receipts 
| Sales || Net 
Date L. F.. Name of Account Explanation | as eee “ tees 
Ie iss ol 
19 | 
Feb. | 1 Charles Lay Sale Jan. 22, less 3% 250 |— 7\50 || 2421)50 


























The amount with which the customer is credited is entered in the first 
column, the discount in the second, and the cash in the third. This records 
the decrease in the asset accounts receivable, the increase in expense, and the 
increase in the asset cash, hence maintains the equality of debits and credits. 
The posting is explained on page 230. 


Exercise 87, Sales Discount 
(ORAL OR WRITTEN) 


1. The proprietorship of A. A. Joy, November 1, in equation form is: 
CasH $550+Accts. Rec. $825-+Mpss. Inv. $1,450=A. A. Joy, PRop. $2,825 

November 1. Received check from Charles Riley, a charge customer, for 
$392.00 in full of account, $400.00, less 2% discount. (a) State in equation 
form the effect of this transaction on the above equation. (b) State the journal 
entry to record the transaction. (c) State the entry to record the cash re- 
ceived in the cash book. 


2. “Terms: June 1 4/10, 3/80, 2/60, n/90’”’ appear on a sales invoice 
for $300.00 rendered to a charge customer by C. H. Lucas, May 15. What 
amount will be received if collection is made in full before (a) June 10? (b) 
June 30? (c) July 30? (d) August 30? (e) Show the amount that would be 
in each of the three columns of the cash book on the receipts side if collection 
is made June 380. : 


3. March 16. O. C. Howe rendered an invoice to J. W. Allen, a charge 
customer for $927.50, terms 2/10,n/80. (a) State the entry to record this 
transaction in the sales journal. (b) State the entry to record the transaction 
in the cash book if cash is received March 18. 


4, The proprietorship of B. Sams, June 1, in equation form is: 
CasH $950+AcctTs. REc. $800-+Mopsg. INv. $2,600=B. Sams, Prop. $4,350 


June 1. Received check from W. A. Young, a charge customer, for $291.00 
in full of account, $300.00, less 8%. (a) State the effect of this transaction 
on the above equation. (b) State the entry in journal form to record the trans- 
action. (c) State the entry to record the transaction in a three column cash book. 


5. June 6. Received a check from W. A. Young for $3.00 because he had 
deducted 3% instead of 2% when he made remittance on June 1. (a) State 
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the effect of this transaction on the equation in Question 4 (a). State the 
entry to record the transaction (b) in journal form; (c) in a cash book with 
three columns. 


COLUMNAR CASH BOOK 


Columnar Cash Book. If a transaction is to be recorded and posted 
quickly, the use of more than one journal should be avoided. When sales 
and purchases discounts are involved, the use of the general journal and cash 
book requires entries in both books but the use of additional columns on the 
cash receipts and payments sides of the cash book makes it possible for each 
transaction to be recorded in the cash book only. Additional time is saved 
in that each purchases and sales discount need not be posted separately but 
the total of each column may be posted at one time the same as the total of 
the cash receipts or cash payments. A cash book with special columns for 
recording and posting in the manner explained is referred to as a columnar 
cash book. 


Arrangement of Columnar Cash Book. The columns in the cash 
book should be arranged to facilitate posting. Those columns which contain 
amounts to be posted daily should be placed nearest the account title. Thus, 
in the three-column cash book, Illustration 49, amounts entered in the discount 
and cash columns are not to be posted until the end of the month hence 
these columns are placed at the right. 


Illustrations of Columnar Cash Book. The illustration at the top 
of pages 228 and 229 shows a columnar cash book with three columns on each 
side. The three columns on each side make it unnecessary to use the general 
journal to record the purchases or sales discount involved in cash transactions. 
The transactions recorded in this columnar cash book are given below the 
illustration. 'The method of recording these transactions may be briefly 
described as follows: 


» Receipts: Side. Each amount to be posted to the credit of an account is 
entered in the Amount column on a line with the name of the account. The 
amount of the discount, if any, is entered in the Sales Discount column. The 
net amount of cash received in each transaction is entered in the Net Cash 
column. The total of the Amount column less the total of the Sales Discount 
column should always equal the total of the Net Cash column. 


Payments Side. Each amount to be posted to the debit of an account is 
entered in the Amount column on a line with the name of the account. The 
amount of the discount, if any, is entered in the Purchases Discount column. 
The net amount of cash paid in each transaction is entered in the Net Cash 
column. The total of the Amount column less the total of the Purchases 
Discount column should always equal the total of the Net Cash column. 
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CASH RECEIPTS 
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Tilustration 49, Receipts Side of the Three-column Cash Book 


Cash Proof.- At the time of proving cash, all the columns on each side 
are totaled, and the pencil footings entered in each column under the line on 
which the last amount is entered. The position of these pencil footings is shown 
by the small figures in Illustration 49, when cash was proved September 15. 

The total of the first column should equal the sum of the totals of the 
second and third columns on each side. The difference between the totals of 
the Net Cash Dr. and Net Cash Cr. columns is the cash balance. 


Narrative of Transactions. The following transactions‘shown recorded 
in the illustrations at the top of this and the opposite page were completed 
by Robert A. Baum, a retail merchant, during the month of September. * 

1. Robert A. Baum invested cash, $5,000.00. 
3. Paid $62.25 for paper and other storeroom supplies. 
6. Gave Adams & Adams check for $199.48 in full of account, $203.50, less 
2%. Purchased August 10, recorded September 1. 
8. Received a check from D. C. Dale for $156.80 in full of account, $160.00, 
less 2%. Sold August 28, recorded September 2. 
9. Cash sales to date $231.65. 
10. Gave the C. & A. Railway Company check for $15.87 in payment of 
freight on merchandise purchased. 
18. Gave J. L. Harmon & Son a check for $955.98 in full for purchase of Sep- 
tember 2, $985.50, less 8%. 
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CASH PAYMENTS 



































ches 
DATE ACCOUNT DEBITEC EXPLANATION ems | 
SZ Hib p lies [Giffen ete’ PAD Ey 
aS eraceeesce’ f 40 ZOB\S0 
40 eee Lj, SNGt 7. 
3 ee IY ae bs (LL afp accornt JAgslere 
ae bd s Deere GF. (Cloke salary 7 r s by 
ZL pee Lenton Be, For prserctace) Ufa 726 LLNS LL JC2\27 
26 [geen ipl amerend 12 6\50 42650 
30 ede Jor porerctornae!Y/ JO 7\25) 86 7|| 3 alee 
Jo Z en2t|| S25 Var a 
‘ LEO Izegslo| 
30 ee Se eZ | VA sll 
30 IESE ei ole L fos oramil 2643127 
39 ee Batis ,G LO 
rm So 
| 
Illustration 49, Payments Side of the Three-column Cash Book 
15. Received a check from W. C. Bird for $196.00 to apply on sale of Septem- 


15. 


16. 
16. 
20. 


23. 


24, 


30. 


30. 
30. 
30. 


ber 5, $392.50, terms 2/10, n/80. 
The amount of credit is ascertained by dividing the cash received by 98c; the discount 
is the difference between the quotient and the cash received. 


A count of the cash on hand and in the bank shows a total of $4,350.97 and 
this was proved with the cash book record. 

Cash sales, $162.50. 

Paid clerk’s salary, $82.50. 

Received check from Sammet Bros. for $183.75 in full for sale of Sep- 
tember 3, $187.50 less 2%. 

Received check for $25.50 from Abbott Bros. in full for sale of Sep- 
tember 1. ; 

Gave Joseph Larson & Co. check for $712.21 in payment of purchase ot 
September 14, $726.75 less 2%. 


. Paid Rule Bros. $126.50 in full for purchase of September 1. 
29. 


Received check from E. A. Bradford for $176.20 in full for sale of Septem- 
ber 20, $179.80 less 2%. 

Gave W. O. Shaw & Co. check for $3863.58 in payment for purchase of 
September 1, $367.25 less 1% discount. 

Gave the Solomon Realty Co. check for $125.00, September rent. . 

Cash sales to date, $421.50. 

All cash has been deposited; bank balance, $3,910.63. 
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Posting from the Columnar Cash Book. The following comments 
apply to the cash book illustrated on pages 228 and 229: 


Receipts Side. Each amount entered in the Amount column is posted to 
the credit of the account written on the same line with it; these credits are 
posted daily. The amounts entered in the Sales Discount and Net Cash 
columns are not posted daily. At the end of the month or when a Trial Bal- 
ance is to be taken, the total of the Sales Discount column is posted to the 
debit of the Sales Discount account; the total of the Net Cash column is 
posted to the debit of the Cash account. Cash and the equality of the debits 
and credits are proved before the totals are posted. 


Payments Side. Each amount entered in the Amount column is posted 
to the debit of the account written on the same line with it; these debits are 
posted daily. The amounts entered in the Purchases Discount and Net Cash 
columns are not posted daily. At the end of the month or when a Trial Bal- 
ance is to be taken, the total of the Purchases Discount column is posted to 
the credit of the Purchases Discount account; the total of the Net Cash 
column is posted to the credit of the Cash account. Cash and the equality 
of the debits and credits are proved before the totals are posted. 


y 


SUMMARY 


The Purchases Discount account is a record of the increases in in- 
come because of the deduction of cash discount when paying creditors. 

This account is credited for the increases in the income, cash discount. 

The credit balance of the Purchases Discount account is an income and 
is closed into the Profit and Loss Summary account. 


The Sales Discount account is a record of the increases in expense 
because of the deduction of cash discount by customers. 

This account is debited for the increases in the expense, cash discount. 

The debit balance of the Sales Discount account is an expense and is 
closed into the Profit and Loss Summary account. 


Columnar Cash Book. The purpose of the columnar cash book is to 
facilitate recording transactions and posting. Any number of columns may 
be provided on either or both sides of the cash book. When extra columns are 
provided for cash discount only, three are needed on each side. The daily 
posting is from the first money column at the left on each side and the monthly 
posting, the totals of the two columns at the right on each side. 


Exercise 88, Cash Discount 
(ORAL OR WRITTEN) 


1. “May 20. Received check for $106.70 from Albert Yoe in full for sale 
of May 10, $110.00, less 8% discount.”” What accounts are (a) debited? (b) 
credited? How would the transaction be recorded (c) in the general journal? 
(d) in a three-column cash book? 
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2. Received check for $1.00 from A. L. Frye to correct error in sales dis- 
count deducted. What account is (a) debited? (b) credited? (c) How will 
this transaction be recorded in a three-column cash book? 


3. What entry or entries will be required to record the facts shown on the 


No. $21 check stub illustrated at the left (a) if all transac- 
TaN Moers tions are recorded in one journal? (b) if cash 
For Inv. 6/7 $216.50 transactions are recorded in a cash book without 

Less 3% 6.50 special columns? (c) if cash transactions are 
Amount $210.00 recorded in a columnar cash book? 


4, The bookkeeper for C. H. Bates, a retail merchant, uses a cash book 
in which the receipts side is ruled similar 
to Illustration 49. The totals for the 
month of May of the three amount columns 
are in the illustration at the right. (a). 
What is the title of each of these columns? (b) How are the totals posted? 


5. The bookkeeper for L. M. Day, a retail merchant, uses a cash book 
in which the payments side has columns 
similar to those in Illustration 49. The 
totals of the three amount columns for the 
month of October are in the illustration 
at the right. (a) What is the title of each of these columns? (b) How are 
the totals posted? 
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Exercise 89, Posting the Columnar Cash Book 


It is desired to record in the ledger all the facts shown on pages 228 and 
229. This includes the cash transactions recorded in the illustration and the 
purchases and sales which are the basis for the cash receipts and payments 
as outlined in the transactions under the illustration. 

Instructions. (1) Record in the sales journal under the appropriate date 
the sales for which cash is collected as recorded in the cash book. 

’ (2) Record in the purchases journal under the appropriate date the pur- 
chases for which cash is paid as recorded in the cash book. 

(8) Post from the purchases journal, sales journal, and cash book, allow- 
ing five lines for each account, and take a Trial Balance. 


Exercise 90, Purchases Discount 


George Black began business February 1 with a cash investment of 
$2,000.00. During February he completed the following transactions in which 
merchandise was purchased on credit and invoices were paid less discount. 


1. Purchased merchandise from Rowland Bros., City, terms 2/10 n/60, in- 
voice of January 28, $416.80. 
2. Purchased merchandise from J. Kasson, Hampton, terms 1/10 n/80, 


invoice of January 30, $381.90. 
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5. Purchased merchandise from L. B. Meyers, City,’ terms 3/10 n/80, in- 
voice of February 1, $527.90. 

6. Purchased merchandise from Walter Akers, Pittsburg, terms 1/10 n/380, 
invoice of February 4, $327.90. 

7. Gave Rowland Bros. check for $408.46 in payment for invoice of January 
28 less discount. 

8. Purchased merchandise from William Evans, City, terms 1/10 n/80, in- 
voice of February 6, $127.90. 

9. Gave J. Kasson check for $378.08, January 30 invoice less discount. 

10. Purchased merchandise from C. H. Norbert, Uniontown, terms 2/10 n/30, 
invoice of February 8, $550.41. 

11. Gave L. B. Meyers check for $512.06, February 1 invoice less discount. 

14. Gave Walter Akers check for $324.62, February 4 invoice less discount. 


Instructions. (1): Record these transactions in the purchases journal and 
three-column cash book. * 
(2) Post, allowing five lines for each account, and take a Trial Balance. 


Exercise 91, Sales Discount 


The investment of R. W. Nye, February 1, is shown by the following 
equation: 
Cash $1,850+Mdse. Inventory $1,650=R. W. Nye, Prop. $3,000. 
During the month he completed the following sales and cash collections: 
2. Sold merchandise to R. L. Martin, City, terms 1/10 n/30, sales ticket 
No. 314, $88.95. } 
4. Sold merchandise to M. S. Landis, City, terms 2/10 n/60, sales ticket 
No. 315, $1238.15. 
5. Sold merchandise to H. I. White, City, terms 3/10 n/60, sales ticket 
No. 316, $178.98. 
7. Sold merchandise to D. C. Miller, City, terms 2/10 n/80, sales ticket 
No. 317, $256.76. . 
12. Received check for $88.06 from R. L. Martin, sale No. 314 less discount. 
18. Sold merchandise to A. M. Allan, City, terms 3/10 n/80, sales ticket 
No. 318, $3851.45. 
14. Received check for $120.69 from M. S. Landis, sale No. 315 less discount. 
15. Received check for $178.61 from H. I. White, sale No. 316 less discount. 
16. Sold merchandise to J. L. Macon, City, terms 1/10 n/80, sales ticket 
No. 319, $87.50. 
18. Received check for $251.62 from D. C. Miller, sale No. 317 less discount. 


Instructions. (1) Record the investment in the general journal and cash 
book, and the transactions in the sales journal and columnar cash book. 


(2) Prove the equality of the debits and credits recorded in the cash 
book and post from the general journal, sales journal and cash book. 


(8) Take a Trial Balance. 


CHAPTER XX 
WORK AT THE CLOSE OF A FISCAL PERIOD 


As explained in the two preceding chapters, transactions which involve 
interest and cash discount increase or decrease the proprietorship. The dis- 
cussion in this chapter relates to (a) the method of showing the effect of inter- 
est and cash discount on the Balance Sheet and Profit and Loss Statement, 
and (b) a review of preceding discussions. 


A Fiscal Period is an accounting period of one or more months and not 
exceeding twelve as explained in previous discussions. At the beginning of 
a fiscal period the owner knows the value of his assets, the amount of his 
liabilities and his proprietorship. This information is obtained’ from a 
count of the assets and from the bookkeeping records. 

During the fiscal period, the transactions are recorded to show their effect 
on assets, liabilities, and proprietorship or to provide information from which 
the effect can be determined when inventories are secured. At the close of a 
fiscal period, it is necessary to count the assets in order to ascertain the cost 
of the merchandise sold, the supplies used, the insurance expired, and the 
estimated depreciation on equipment. When the cost of sales and expenses 
referred to in the preceding sentence have been recorded, the balance of each 
- account on the ledger will show either an asset, liability, proprietorship, ex- 
pense or income. 


The Work Required at the Close of a Fiscal Period may be briefly 
described as follows: 

(1) Taking inventories. 

(2) Preparing the Working Sheet. 

(3) Preparing the Balance Sheet and Profit and Loss Statement. 

(4) Recording inventories, expired insurance, and depreciation. 

(5) Recording the closing entries. 

(6) Preparing the Post-closing Trial Balance. 


Illustrations. The work required at the close of the fiscal period is 
further explained by illustrations. These illustrations and the discussion in 
in connection with them provide a review of preceding chapters. 

September 1. The assets, liabilities, and proprietorship of RA. 

French, a distributing merchant for radio receiving sets and loud 
speakers, expressed in equation form are: 


ASSETS $8429.67 —LIABILITIES $1614.25 = PROPRIETORSHIP $6815.42 
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During September a number of transactions were completed and recorded 
in the books of original entry and ledger. The Trial Balance taken September 
30 is given in the first two columns of the Working Sheet illustrated below. 

The value of the merchandise in stock on September 30 is $5,627.90; 
store and office supplies, $109.65; prepaid insurance, $100.00; depreciation 
on equipment, 1% per month. 


Working Sheet. The purpose of the Working Sheet in the illustration 
below is to ascertain the present proprietorship and net profit. The method 
of preparing this Working Sheet is briefly described as follows: 

(1) The Trial Balance is copied in the first two columns at the left of 
a sheet ruled with eight columns as in the illustration below. 
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"Illustration 50, Working Sheet _ 
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(2) Adjustments to make each account balance show an asset, liability, 
proprietorship, cost, or income are made as follows: 

(a) The September 1 merchandise inventory, $5,302.65, is added 
to Purchases and subtracted from the Merchandise Inventory ac- 
count by entries in the Adjustments columns debiting Purchases and 
crediting Merchandise Inventory. 

(b) The September 30 merchandise inventory, $5,627.90, is de- 
ducted from Purchases and added to the Merchandise Inventory 
account by a credit to Purchases and a debit to the Merchandise 
Inventory account in the Adjustments columns. 

(c) The cost of supplies used, insurance expired and the esti- 
mated depreciation are recorded in the credit and debit Adjustments 
columns to indicate subtraction from the Supplies and Prepaid In- 
surance accounts, addition to the Depreciation Reserve account and 
addition to the appropriate expense accounts. 


(3) The Adjustments columns are proved to be in balance and the account 
balances extended as follows: 

(a) The balance of each of the first four accounts is an asset, 
hence, is extended into the Assets column. 

(b) The September 30 merchandise inventory, which is now the 
balance in the Merchandise Inventory account, is extended into the 
Assets column. 

(c) The asset value of the supplies on hand ($137.15 — $27.50) 
is extended into the Assets column. The asset value of the prepaid 
insurance ($110.00—$10.00) is extended into the Assets column. 

(d) The estimated depreciation, $5.00, recorded in the credit Ad- 
justments column is added to the credit balance of the Depreciation 
Reserve account and the sum, $15.00, subtracted from the cost of 
the equipment, $500.00, and the book value, $485.00, which is an asset, 

entered in the Assets column. 

(e) The next three account balances are liabilities; hence, each 
is extended into the Liabilities column. 

(f) The net investment ($6,815.42 —$200.00) is extended into 

‘ the same column as the liabilities because this column contains both 
liabilities and proprietorship. 

(g) Each of the remaining account balances shows either an in- 
come or expense and is extended into the Income or Expense column. 


_ (4) The Balance Sheet and Profit and Loss Statement columns are 
totaled. The total assets, $8,795.50, minus the total liabilities and capital, 
$8,172.09, equals the net profit, $623.41. The total income, $5,208.77, minus 
the total cost and expense, $4,585.86, equals the net profit, $623.41. The 
fact that the net profit is the same in each case indicates the correctness of 
the extensions. The net profit is entered in the Liabilities and Capital column 
and in the Costs and Expense column to. balance the columns. 
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Balance Sheet. The Balance Sheet below was prepared from the Working 
Sheet on page 234. The total assets, liabilities and proprietorship stated in 
equation form are: 


ASSETS $8795.50 —LIABILITIES $1556.67 = PROPRIETORSHIP $7238.83 











Illustration 51, Balance Sheet, Report Form 


Analysis of Proprietorship. From the information given in the Trial 
Balance and Balance Sheet columns of the Working Sheet an analysis of pro- 
prietorship was prepared as in the illustration at the right. This shows the net 
proprietorship at the. Analysis of Proprietorship: 


aur R. A. French, Dnvestment soe. .e0. 0. . $6,815 .42 
beginning, the profit, R. A. French, Drawing: 
drawings, and pres- Net: Profit, .:. oa eae $623 41 
ent proprietorship. Withdrawals Ay. > er CRO CRO IC Le GREG 200 4 00 423 ri Al 





This report may be Present: Capital... Wate eerie eer $7,238 .83 


made a part of the Balance Sheet or prepared separate from it. 


Profit and Loss Statement. The information in the Profit and Loss 
Statement on page 237 was obtained from the Working Sheet on page 2384. 
From, this statement, R. A. French may ascertain the following information: 
(a) sales, (b) cost of sales, (c) profit on sales, (d) expenses, (e) net profit from 
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selling merchandise, (f) profit earned through interest income and purchases 
discount, (g) expenses because of interest paid and sales discount, and (h) net 
increase in proprietorship, that is, net profit. 


ge ee, 


BA. abaes : cae 770490 


23 ID 


Se SO 
phalany 


ae 














Illustration 52, Profit and Loss Statement 


Adjusting Entries. The entries in Illustration 53, page 238, record the 
adjustments shown in the Adjustments columns on the Working Sheet, Llus- 
tration 50. : 

The first entry transfers the merchandise inventory, September 1, to 
the Purchases account as indicated by $5,302.65 entered in the credit and 
debit Adjustments columns on the lines with Merchandise Inventory and Pur- 
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chases. The second entry transfers the amount of the September 30 inventory 
of merchandise from the Purchases account to the Merchandise Inventory 
account as indicated by the amounts entered in the debit and credit Adjust- 
* ments columns on the lines with Merchandise Inventory and Purchases. 

The purpose of the third, fourth, and fifth entries is to record the expense 
because of supplies used, expired insurance, and estimated depreciation as 
indicated by the amounts entered in the credit and debit Adjustment columns 
of the Working Sheet on a line with Store and Office Supplies, Prepaid Insur- 
ance and Depreciation Reserve, and Store and Office Supplies Used, Expired 
Insurance and Depreciation Expense. The reason for these adjustments is 
explained in connection with the Working Sheet and in Chapter XIII. 
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Illustration 538, Adjusting Entries 

















Closing Entries. The entries in Illustration 54 are to record the net 
profit shown on the Profit and Loss Statement, Illustration 52, in the Capital 
account. These entries also close the income, expense and Drawing accounts. 
The figures in each entry are those in the Profit and Loss columns of the Work- 
ing Sheet; the account titles are those at the left and on the same line with the 
figures. Amounts entered in the Cost or Expense column are recorded as credits 


aie, 
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and the amounts entered in the Income column as debits because the purpose 
of these entries is to close the accounts. 
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Illustration 54, Closing Entries 


When the closing entries are posted, all accounts in balance are ruled in 
the same manner as in the Model Set, Chapter XIV. 
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Post-closing Trial Balance. The illustration at the right shows the 
account balances on R. A. FRENCH 
the ledger of R. A. POST-CLOSING TRIAL BALANCE, September 30, 19... 
French after the 
adjustmgrentries’ on. — | . |\Gash, oe ae eee.) | 
page 288 and the Hes 
closing entries on 2D. Desc 
page 239 have 
been posted and the aid Insurances. oc.2-.->-: 
accounts in balance 
ruled. The accounts 
on this Trial Balance 
are the same as those 
on the Balance Sheet, 


page 236. re 






Depreciation Reserve.......... 
INotes*Rayapleniw) eee cre: 
Radio Manufacturing Co 
Russell |& Russell 7.0.57 025. 
R. A. French, Capital.......... 
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SUMMARY 


Each transaction completed during the fiscal period affects either (a) the 
assets, (b) the liabilities, (c) the assets and liabilities, (d) the assets and pro- 
prietorship, (e) the assets and income or expenses, or (g) the liabilities and 
income or expenses. Each transaction is recorded so as to show its effect on 
assets, liabilities and proprietorship as follows: 


DEBITS CREDITS 
(1) Increases in assets. (1) Decreases in assets. 
(2) Decreases in liabilities. (2) Increases in liabilities. 
(8) Decreases in proprietorship (8) Increases in proprietorship. 
(4) Increases in expense. (4) Decreases in expense. 
(5) Decreases in income. (5) Increases in income. 


CLASSIFICATION OF ACCOUNTS 


The accounts on the ledger of R. A. French stated on the Trial Balance, 
page 235, classified as assets, liabilities, proprietorship, income, cost and ex- 
pense are as follows: 


ASSETS LIABILITIES PROPRIETORSHIP INCOME Cost 
Cash Notes Payable R. A. F., Capital Sales Purchases 
Notes Receivable Radio Mfg. Co. R. A. F., Drawing Int.Income  fyppnsp 
Radio Shop Russell & Russell Pur. Disct. Rent Ke 
D. D. Julian ue 


Salary Exp. 
Supplies Used 
Exp. Insurance 
Dep. Expense 
Int. Expense 
Sales Disct. 
Collection Exp. 


Reserve accounts may be classified as minus asset or valuation accounts. 
Purchases account may be classified as an expense or a cost; see page 171. 


Mdse. Inventory 

Store and Office Supplies 
Prepaid Insurance 
Equipment 

— Depreciation Res. 
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PRACTICE SET No. 3 


The purpose of this practice set is to provide a review of the preceding 
chapters. The transactions to be recorded are those completed by R. A. 
French, the radio dealer referred to in this chapter, during the month of Oc- 
tober. These may be recorded in the bound blanks provided in connection 
with Practice Set 2 or on loose sheets of paper ruled similar to the illustrations 
of books of original entry and ledgers in the text. 


The work required is as follows: 


(1) Opening a new ledger from the information given in the Balance 
Sheet, Illustration 51, which shows the financial condition of the business 
September 30. 

(2) Recording the transactions outlined in the narrative. 


Opening a new ledger as explained in Chapter XII, requires recording in 
the general journal and ledger the assets, liabilities and proprietorship shown 
on the Balance Sheet. The cash balance is posted from the journal entry but 
recorded in the cash book so that the cash book record will agree with the 
Cash account. 

Before recording the opening entry 1n the general journal, write the titles 
of the accounts in the ledger as instructed on the inside back cover of the 
ledger used in Practice Set No. 3. If ruled sheets of ledger paper are to be used, 
write the account titles in che ledger and in the order stated in the list below; 
allow nine lines for the Notes Receivable account and seven lines for each of 
the other accounts, including the title. 


Cash Sales 

Notes Receivable Purchases 

Radio Shop Rent Expense 

D. D. Julian Salary Expense 

Dow Drug Company Miscellaneous Expense 
M. D. Saylor Depreciation Expense 

C. C. Winters Store and Office Supplies Used 
R. O. Davenport Expired Insurance 
Merchandise Inventory Interest Income 

Store and Office Supplies Purchases Discount 
Prepaid Insurance Interest Expense 
Equipment Sales Discount 
Depreciation Reserve Profit and Loss Summary 


Notes Payable 

Radio Manufacturing Co. 
‘Russell & Russell — 

R. A. French, Capital 

R. A. French, Drawing 


Opening Entry 


Record in the general journal and cash book the assets, liabilities and 
capital shown on the Balance Sheet, Illustration 51. This entry will require 
eight debits and five credits. Debit Equipment with the cost value of the 
equipment and credit Depreciation Reserve with the depreciation. 
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Post the opening entry; write “Balance” in the explanation column of 
each account. . 

When the instructor has approved the opening entry and the ledger, pro- 
ceed with recording the October transactions below. 


NARRATIVE OF OCTOBER TRANSACTIONS 


October 1 


No. 1. Gave the Seton Realty Company check for $112.50 in payment of 
October rent. ; 

No. 2. Gave the Radio Mfg. Co. check for $248.95 in payment for the 
October 1 balance less 3% discount. This balance was recorded in the old 
ledger as purchase of September 21, terms 3/10—n/380. 

No. 3. Sold the Radio Shop, 137 Grant St., City, terms 1/10—n/80, sale 
No. 501, $3826.50. 

October 2 


No. 4. Received from D. D. Julian check for $59.60 and a 20-day 6% 
interest-bearing note for $200.00 in full for October 1 balance. 


Record the check in the cash book and the note in the general journal. 


October 3 
No. 5. Paid cash $7.50 for October telephone bill. 


Use the Miscellaneous Expense account for expenses of this kind. 


No. 6. Borrowed $500.00 from the City National Bank. Issued a 60-day 
non-interest-bearing note as evidence of the loan. Received credit for the 
proceeds of the note less 8% discount. 


Record in the general journal and cash book as illustrated on page 213; do not forget 
to place a check mark in the folio column opposite the appropriate account in each entry. 


October 5 


No. 7. Received from the Radio Shop a check for $15.50 and a 6% interest- 
bearing note dated today and maturing October 30 in full for October 1 balance. 


No. 8 Bought from Radio Manufacturing Company, Buffalo, terms 3/10 
—n/30; invoice dated October 3, $1,061.40. 


No. 9. Sold Dow Drug Company, 16th and May Streets, City, terms 
2/10—n/30, sale No. 502, $721.82. 


October 6 


No. 10. Sent Russell & Russell a check for $797.12 in payment for 
October 1 balance less 1% discount. This balance was recorded in the old 
ledger as a purchase of September 26, terms 1/10—n/80. 


Prove cash, balance $655.21, and post from all books of original entry; do not post the 
totals. Write the address of the customers and creditors in the ledger as you post. The 
address of each customer and creditor is a part of the account title, hence should appear 

_in the ledger, j 
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October 8 
No. 11. Sold C. C. Winters, 45 Main St., Ashland, terms 3/10—n/30, sale 
No. 508, $1,298.75. 


No. 12. Bought from Russell & Russell, St. Louis, terms 1/10—n/30, 
invoice dated October 6, $356.50. 


October 10 


No. 13. Bought from Radio Manufacturing Company, terms 3/10—n/30, 
invoice dated October 8, $927.80. 


October 11 
No. Lb. Sold M. D. Saylor, 125 Boone Street, Atlanta, terms 1/10—n/30, 
sale No. 504, $35.00. 


No. 15. Received from the Radio Shop a check for $328.28 for invoice 
of October 1 less discount. 


October 12 
No. 16. Sold the Radio Shop, terms 2/10—n/30, sale No. 505, $279.95. 


October 13 

No. 17. Bought from Russell & Russell, terms 1/10—n/30, invoice dated 
October 12, $332.90. 

No. 18. Received from A. L. Powers, check for $800.00 for 30-day note 
dated September 18. 
f No. 19. Sold Dow Drug Company, terms 2/10—n/30, sale No. 506, 

$509.27. ° | 

No. 20. Sent the Radio Manufacturing Company check for $1,029.56 


in payment for invoice of October 8 less discount. 
Prove cash, balance $248.88, and post from all books of original entry except the totals. 


October 15 
No. 21. Received from the Dow Drug Company check for $706.89 for 
invoice of October 5 less discount. 
No. 22. Sold R. O. Davenport, 700 Third Ave., City, terms 1/10—n/80, 
sale No. 507, $179.85. 
October 16 
No. 23. Paid cash for salaries to date, $142.50. 
No. 24. Gave Russell & Russell check for $352.93 in payment for invoice 
of October 6 less discount. 
. October 18 
No. 25. Sold C. C. Winters, terms 1/10—n/80, sale No. 508, $366.75. 
No. 26. Received from C. C. Winters check for $1,259.79 for invoice of 
October 8 less discount. . 
No. 27. Sent the Radio Manufacturing Company check for $899.97 in 
payment for invoice of October 8 less discount. 
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October 19 


No. 28. Bought from Radio Manufacturing Company, terms November 
1, 3/10—n/80, invoice dated October 17, $721.25. 


“November 1, 3/10-n/30”’ means that R. A. French has the privilege of deducting 
3% discount if he pays the invoice before November 11. This is sometimes referred to as 
advance dating. 


No. 29. Received check for cash sale of 1 receiving set, $78.50. 
No. 80. Paid City Water Works cash, $2.50, for water. 


October 20 


No. 81. Received from M. D. Saylor check for $34.65 for invoice of 
October 11 less discount. 

No. 82. The Radio Shop returned one No. 7 loud speaker and asked 
eredit for the sale price, $12.50, to apply on the sale of the 12th. 

No. 38. Sold M. D. Saylor, terms 1/10—n/80, sale No. 509, $169.54. 


Prove cash, balance $930.81, and post from all books of original entry except the totals. 


October 22 


No. 84. Received from D. D. Julian check for $200.67 for note and 
interest due today. 

No. 85. Bought from Russell & Russell, terms 1/10—n/80, invoice dated 
October 20, $176.50. 

No. 86. Received from the Radio Shop check for $262.10 for invoice of 
October 12 less return and less discount. 

No. 37. Gave C. W. Arnold check for $48.75 in payment for store and 
office supplies. 

No. 88. Gave Russell & Russell check for $313.48 in payment for invoice 
of October 12 less discount per terms and less credit for $16.25, cost price of 
damaged loud speaker included with purchase and returned per agreement. 


Record the return in the general journal and the cash in the cash book. The discount 
is deducted from the amount of the purchases invoice less the return. 


October 23 


No. 89. Returned to the Radio Manufacturing Company one No. 20 
loud speaker, included in purchase of the 19th, and requested credit for $36.95, 
the purchase price. Paid $1.25 express charges and debited this to the Radio 
Manufacturing Company. 

October 25 


No. 40. Sold R. O. Davenport, terms 1/10—n/80, sale No. 510, $426.50. 
No. 41. Received from R. O. Davenport check for $177.56 for invoice 
of October 15 less discount. 


October 26 


No. 42. Gave the Lawton Transfer Company check for $18.75 freight on 
purchase of October 22 from Russell & Russell. This firm is to deliver the 
merchandise to our freight station, hence this check is debited to their account. 
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October 27 


No. 43. Sold Dow Drug Company, terms, 2/10—n/30, sale No. 511, 
$769.42. 


No. 44. Bought from the Radio Manufacturing Company, per invoice 
dated October 25, $507.50; terms November 15, 3/10—n/30. 


No. 45. Sold C. C. Winters, terms, 1/10—n/30, sale No. 512, $88.75. 


Prove cash, balance $1,188.91, and post from all books of original entry except 
the totals. 


October 29 


No. 46. Received from Dow Drug Company check for $109.27 and a 
30-day non-interest-bearing note for $400.00 for sale of October 13. 


No. 47. Bought from Russell & Russell, terms, 1/10—n/30, invoice dated 
October 27, $228.50. 


No. 48. Paid cash, $6.35, for gas and electricity. 


October 30 
No. 49. Gave the First National Bank check for $502.50 in payment of 
our note dated September 30 with interest at 6%. 


No. 50. Received check from the Radio Shop for $151.04 and a 30-day 
6% interest-bearing note for $100.00 for note dated October 5 and interest. 


Record the face of the new note in the journal and the check in the cash book. 

No. 51. Received from M. D. Saylor check for $167.84 for sale of 
October 20 less discount. 

No. 52. Withdrew cash for personal use, $150.00. 


No. 53. Received from R. O. Davenport a check for $202.00 and a 6% 
interest-bearing note due in 30 days for $200.00 in settlement for note for 
$400.00 due today and interest. 


October 31 
No. 54. Borrowed $1,000.00 from the City National Bank on note due 
in 30 days with interest at 6% and received credit for the face of the note 
No. 55. Gave the Transfer Company check for $107.85, freight bills to date. 
No. 56. Paid salaries for remainder of October, $189.75. 


Instructions. (1) Prove cash, balance $1,912.61, and post from the 
books of original entry including the totals. 

(2) Prepare a Trial Balance on an eight-column working sheet from the 
aceount balances in the ledger. 


246 BOOKKEEPING AND ACCOUNTING [Ch. 20 


(3) From the account balances on the Trial Balance and the inventories 
and depreciation below complete the Working Sheet. 


Merchandise Inventory, $5,915.38. 
Store and Office Supplies Used, $29.80. 
Expired Insurance, $10.00. 
Depreciation, 1% per month. 


(4) Prepare the Balance Sheet and the Profit and Loss Statement. 

(5) Record in the general journal the adjusting and closing entries. 
_ (6) Post the entries and rule all the accounts that balance. 

(7) Prepare a Post-closing Trial Balance. 


Exercise 92, Work at the Close of the Fiscal Period 


From the information given in the Trial Balance and the notations be- 
low prepare (a) Working Sheet, (b) Balance Sheet as of November 30 and 
Profit and Loss Statement for the fiscal year ending November 30, (c) adjust- 



































ing entries, and (d) closing entries. - 
C. L. BING 
TRIAL BALANCE, November 30, 19... 

(GLY: ita aes © ae MERC on nts yee A: ee Wek 5.816144 
NotesvReceivable 3.1000 soca ens ean ci ee tar 5 760;— 
AccountseReccivables./=- eo) as Seine abet eee Oe: dee 5,530/19 
Merechandisernventory: 4... 94. See oe. ee eee 4,114/55 
Store and) @fiice: Supplies...) wnat eae tennessee 327\90 
Prepaidwlnsurance’, soe N'<, hel eis ae ae aa 250;— 
Officesiiquipmemte. Ae5 ) ts aoe ne a ea eee tA eae 1,250,— 
Depreciation Reserve... gases ete es Gl aonie ae eee 125;— 
INGLES HE AVA DIO rie. one sete itrad take Bye are ae hc ye en are eee 1,500|— 
NGCOUTITS TRAV AUG: coos cnc deere le Oe es OF a 4,414)/32 
Ce Bing s@apital ic) 47.5, Noe eee see ieneeicn een renner ee 11,527|50 
CRL Bing Drawing. ia. 0s oy Sue eet ea eee | 2,400/— 
SOLCK netstat liters 65. ign sh dio ae ty fo Oe oa ™~62,717|57 
PMT CHASCS Wittens. ees a x sigs «hula of a POs eRe oe cee ees 45,016/45 
eb MPenSGhs, wach 4. 928 xhl ct an Ric es eae ee eee 2,500|— 
Sal arya ROSE ncts Awi,.,. 5 Wa dota ers Hea oe een nee eee 4a. 155/25 
Miscellaneous Wxpense.:...<.....00+ecessuvs see tena 616,75 
Depreciation Expense. . (aL aS ae eee 
Store and Office Supplies ‘sed sets make a, ct eee 
AD. gopbeete bal Wehe Val iy eee wn EI arnt, Aen OG aur | j 
Purchases Discontitee.....:s 2. esas Ae ee 587/40 
Enterest Mn Come nes ce oe esta as cs hc coated ee 82/65 
Sales! Wis cour emwaitics: «sic cs. 3 ke cm eens octet een 998/62 
Tnterest Xpene wana ros dss ook ARI re eaten 168 29 

80,904 44 || 80,904)44 








om 











| 
| 





Notation: 
Merchandise Inventory, $4,931.27. 
Depreciation, 5%. 
Store and Office Supplies Inventory, $187.65. 
Prepaid Insurance, $80.50. 


CHAPTER XXI 
PARTNERSHIPS 


é When the assets of a business are owned by one person, the business is 

said to be a sole proprietorship; when they are owned by two or more persons 
under a partnership agreement, a partnership. The discussion in this chapter 
relates to the partnership, its purpose, formation, and operation. 


Partnership. A contract relation existing between two or more per- 
sons who have associated their time, labor, skill and assets in some business 
enterprise for their profit is referred to as a partnership, and each member of 
this association, as a partner. ‘The assets required to operate a business and 
the nature of the business operations will largely determine whether « or not 
the partnership form of organization is desirable. 


Two or more persons wishing to engage in a mercantile or manufacturing 
business may combine their property in order to provide the needed assets to 
operate the business. One who is operating a business as a sole proprietorship 
may wish to have as partners those occupying responsible positions in his 
organization. Two or more skilled mechanics may find it to their advantage 
to operate as a partnership. Two or more professional men may combine their 
services to take better care of their clients or to secure additional business. 

The operation of either the sole proprietorship or partnership is to provide 
a profit for the owner or owners. The profit earned by the partnership is the 
same as that earned by the sole proprietorship in that it is an increase in the 
proprietorship of the business. 


Assets and Proprietorship. Property is needed in the operation of a 
partnership the same as ina sole proprietorship. Liabilities may be incurred in 
the operations of the partnership the same as in a sole proprietorship. The 
value of the assets of a partnership business less the liabilities to be paid out 
of the assets, is the capital or proprietorship of the partnership. Each part- 
ner’s proprietorship is determined by the agreement between the partners, or 
if there is no agreement, by law. 


The proprietorship of a partnership stated in equation form usually is: 
ASSETS — LIABILITIES = PROPRIETORSHIP 


Applying this equation to the proprietorship of the Candy Kitchen 
operated by L. A. Day and W. H. Loy as equal partners with total assets 
$5,000.00 and total liabilities $1,000.00, the equation is: 


ASSETS $5,000.00 — LIABILITIES $1,000.00 =L. A. Day, PRop., $2,000.00+ 
W. H. Loy, PRop., $2,000.00 


247 


248 BOOKKEEPING AND ACCOUNTING [Ch. 21 


Articles of Copartnership. The equity of each partner in the assets 
of the partnership is determined from the agreement between the partners, 
usually referred to as the partnership agreement. When this agreement is in 
writing it is referred to as the articles of copartnership. The partnership agree- 
ment should be in writing, signed by the partners, and each partner provided 
with a copy; this avoids any possible misunderstanding. This written agree- 
ment or articles of copartnership should contain the following information: 


(1) The date of the agreement. 

(2) The name and address of each partner. 

(3) The nature of the business. 

(4) The location of the business. 

(5) The date the partnership is to begin operations and the time it is 
to continue these operations. 

(6) The firm name under which it is to be operated. 

(7) The amount each partner is to invest. 

(8) The equity of each partner in the invested assets. 

(9) The duties of each partner. 

(10) The compensation allowed each partner for the performance of 
his duties. 

(11) Each partner’s share of the profit or loss resulting from the trans- 
actions completed. 

(12) The method of distributing the profit or sharing the loss. 

(13) Method of procedure in case of death or legal disability of either 
partner or other cause which might terminate the partnership 
relations. 

(14) Restraint upon partners as to becoming surety, etc. 


The illustration on page 249 shows the articles of copartnership under 
which R. S. Helm and A. N. Stein have agreed to operate a wholesale jewelry 
business as a partnership. 


Relationship Between Partners. Each partner has agreed to all the 
articles in the partnership agreement as evidenced by his signature. If the 
operation of the business is to be successful, it is quite evident that each partner 
must do as he has agreed to do. It is also quite evident that if either partner 
fails to comply with any or all of the articles in the agreement that the operation 
of the business cannot be a success. Lack of good faith on the part of either 
partner in complying with the articles of agreement will affect the efficiency 
of the partnership and may result in its dissolution by the courts. 


Method of Forming a Partnership. A partnership is formed when 
the partners have signed the articles of copartnership. After the agreement is 
signed, the operation of the partnership is governed entirely by the articles. 
When the investments stated in the partnership agreement have been made, 
it will be necessary to record them in the books of original entry and ledger. 
The entry to record the investment is referred to as the opening entry. 
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ARTICLES OF COPARTNERSHIP 


THIS CONTRACT, made and entered into on the tenth day of December, 1928, 
by and between R. S. Helm of St. Louis, Missouri, and A. N. Stein of the same city 
and state. 

WITNESSETH: That the said parties have this day formed a copartnership 
for the purpose of engaging in and conducting a wholesale jewelry business in the 
city of St. Louis under the following stipulations which are a part of this contract: 


FIRST: The -said copartnership is to continue for a term of four years from 
January 2, 1929. 


_SECOND: The business is to be conducted under the firm name of Helm & 
Stein at 516 S. Swan Street, St. Louis, Missouri. 

THIRD: The investments are as follows: R. S. Helm, cash $12,500.00; 
A. N. Stein, cash $12,500.00. These invested assets are partnership property in which 
the equity of each partner is the same. 

FOURTH: Each partner is to devote his entire time and attention to the business 
and to engage in no other business enterprise without the written consent of the other 
partner. The specific duties of R. S. Helm will be to have charge of the office and 
supervise the buying; A. N. Stein will have charge of the sales. 

FIFTH: Each partner is to receive a salary of $6,000.00 per year, payable 
$500.00 per month in cash or merchandise at cost. These salaries are to be charged 
as operating expenses of the partnership. 


SIXTH: The investment and transactions completed in the operation of the 
business are to be recorded in books of account in accordance with the standard account- 
ing procedure. These books of accownt are to be open for the inspection of each partner. 
Monthly reports showing the present proprietorship of each partner and the net profit 
or loss resulting from the operation of the business during the month are to be prepared 
from the accounting records on the last day of each month. Each partner is to receive 
credit in his Capital account for one-half of the net profit shown by these monthly re- 
ports. Should’the operation of the parinership result in a loss, one-half of this loss is 
to be debited to the Capital account of each partner. 


SEVENTH: A Balance Sheet and a Profit and Loss Statement are to be prepared 
December 31 of each year, showing the proprietorship at the end of the year and the 
net profit or loss for the year. The annual Balance Sheet and Profit and Loss State- 
ment are to be certified by a certified public accountant. 


EIGHTH: Neither partner is to withdraw any part of his investment nor assets 
in anticipation of ‘profits without the written consent of the other partner. Hach partner 
is to have the privilege of withdrawing not more than 25 % of the profit credited to his ac- 
count, this withdrawal to be made after January 2 of the year following the one in which 
the profit is earned. . 

NINTH: Incase of the death or legal disability of either partner the other partner 
is to continue the operation of the business until the close of the annual fiscal period 
December 31 next thereafter. At that time the continuing partner will be given an 
option of buying the interest of the other partner at not more than 10% above the value 
of the latter’s proprietorship in the partnership at the close of the last annual fiscal 
period. 

TENTH: During the operation of this partnership neither partner is to become 
surety nor bondsman for anyone without the written consent of the other partner. 

ELEVENTH: At the conclusion of this contract, unless it is mutually agreed 
to. continue the operation of the business under a new contract, the assets of the part- 
nership after the liabilities are paid are to be divided in proportion to the net credit 
to each partner’s Capital account on that date. 


IN WITNESS WHEREOF, the parties aforesaid have hereunto set their 
hands and affixed their seals on the day and year above wriiten. 


R. S. HELM [SEAL] 
A. N. STEIN [SEAL] 





Illustration 55, Articles of Copartnership 
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Opening Entry for a Partnership. When the investment of each 
partner is cash only, the opening entry is made in the cash book. Each partner 
is credited in his Capital account with the amount of cash invested. 

When a partnership is formed to continue the operation of a going busi- 
ness, the opening entry is made in the general journal from the Balance Sheet 
of the business. An account is debited for the value of each asset invested, 
an account is credited with the amount of each liability assumed, and the 
partner’s Capital account credited with his net investment in the partnership. 

The investment of each partner should agree with a description of his 
investment as stated in the articles of copartnership, hence the partnership 
agreement should be consulted in making the opening entry. If desired the 
articles of copartnership or a brief summary of the facts stated therein may be 
copied in the general journal. The usual plan is to file the Articles of Copart- 
nership and refer to these in the opening entry so as to preserve as confidential 
the information contained in the partnership agreement. 

The assets invested by each partner are his personal property until trans- 
ferred to the partnership as his investment in it. Thereafter these assets are 
partnership property and neither partner can claim sole ownership in any 
specific asset or withdraw assets except as stated in the partnership agreement. 


Opening Entry for Cash Investment. July 1. C. J. Snow and W. R. 
Greer form a partnership for the purpose of operating a retail business under 
the firm name of Snow & Greer. The partnership agreement:states: 

“C. J. Snow and W. R. Greer each invest cash, $4,000.00.” 

Each partner issues a check payable to Snow & Greer for $4,000.00. The 
entries in the partnership cash book to record these checks are: 











CasH Receipts 
19 
July | 1 C. J. Snow, Capital Investment 4000 | — 
i W. R. Greer, Capital Investment 4000 | — 
































These two checks will be indorsed with the name of the partnership and 
deposited in the bank to the credit of an account under the title of the part- 
nership. Checks issued authorizing the payment of partnership funds will be 
signed with the name of the partnership and the one authorized to write the 
checks. This authority will be indicated on a signature card at the time the 
account is opened with the bank. 


Opening Entry from a Balance Sheet. April 1, L. A. Rude, a retail 
hardware merchant, forms a partnership with C. J. Apple to continue the 
operation of his business. The partnership agreement states: 

“L. A. Rude invests $7,336.48, his proprietary interest in the hardware 
business located at 718 Main St., as shown by the Balance Sheet 
prepared March 81 which is made a part of this agreement. The 
partnership assumes the liabilities shown by this Balance Sheet. 

C. J. Apple invests cash, $7,336.48.” 
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The Balance Sheet referred to as part of this agreement is: 


L. A. RUDE 
BALANCE SHEET, March 31, 19 





Assets: Liabilities: 
Cashteeeinc teste fo x: INGtes! Pay ablemerenmiane aera: 
Notes Receivable........... Accounts) Payable nea lea eee 
Accounts Receivable........ 
Merchandise Inventory...... Motalvlnabilitieswas eee 
Eiguipmentia.) asa0n.- 640 .00 Proprietorship: 


Less Dep. Reserve. .120.00 [ia Rude,’Capitalaas ieee ee 
SUD DHeS ni. cataccs ocare wae 
PDotal’ Assets... ..... 0.6 020 


The general journal entry at the right and the cash book entries below 
record the investments of the partners. The value of each asset shown on the 
Balance Sheet of L. A. April 1, 19 
Rude is recorded as a deb- : 
it to the appropriate ac- aH Casts Mtinents pa Briers 
count, the amountofeach | | Notes ttecelvable......... 
liability as a credit to the Merchandise Inventory.. a 
appropriate account, and eee LS Ren Acres eye 
the equity of L. A. Rude Notes Payable. ........ 
as a credit to his Capital Tae de. 
account. ‘The equipment To record the invest- 
‘is recorded at its book ment, per Articles of Co- 

value because to the part- 
-nership this value is the cost value. Future depreciation will be based on 
the cost price to the partnership and not on the original cost price. 
















partnership. 








. CASH Receipts 
are ie gl : a ft ee j 
April |1 | v | L.A. Rude, Capital Investment 1246/55 
1 C. J. Apple, Capital Investment 7336/48 


The entries in the cash book are necessary because all cash received is 
recorded in this book. Since the account with L. A. Rude is credited with 
his equity in the assets from the journal entry, a check mark is placed in the 
folio column in the cash book to avoid double posting. Since the Cash account 
_ will be debited at the end of the month with the total cash received, a check 
mark is placed in the folio column in the general journal. 


The cash belonging to L. A. Rude will be transferred to the partnership 
by a check made payable to the partnership. The check invested by C. J. Apple 
will be signed by him and made payable to the partnership. The partnership 
agreement is sufficient authority for transfer of title to the merchandise, equip- 
ment and supplies, also for recording the liabilities assumed by the partnership. 
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The Balance Sheet below was prepared from the account balances resulting 
from posting the opening entries on page 251: 


Rupe & APPLE 
BALANCE SHEET, April 1, 19 













Assets: Liabilities: 
Cas We ata ye eee caceee 8583/03 Netes Payable... . 2s cso eer 1000 — 
Notes Receivable........... 325/40 Accounts Payable. ...qaeee rear 1427 68 
Accounts Receivable........ 1972)80 
Merchandise Inventory...... 5623/78 Total Liablities: 3.4.00 . 2427 68 
GUN DING Hite eee cere: 520|— || Proprietorship: 
DUPDILES sere ee eee acre Gone ene 75\63 i AMRude: Capitale.s--. seer 7336 48 
C@.3. Apple, Capttalay ee ee ae 7336 48 
Total sASSCtsi.sg.ccjs sec ee oe pene iy 100|64 | Total Liabilities and Proprietorship. . 17100 64 


a ile ioe 


Exercise 93, Opening Entries 
(ORAL OR WRITTEN) 


1. What entry will be required to record the investment of Helm & Stein 
stated in the agreement on page 249? 

2. The articles of copartnership signed by C. L. Oaks and L. G. Murphy 
states: ‘Each partner is to invest cash, $5,000.00.”’ What entry will be re- 
quired to record this investment? 

3. The partnership agreement between Murphy and Oaks states: ““The 
business is to be operated under the firm name of the Economy Furniture 
Company.” (a) To whom will the checks issued by each partner for his in- 
vestment be made payable? (b) How will the checks be recorded? (c) How 
will the checks be indorsed when deposited in the City National Bank? 

4. The partnership agreement between Murphy and Oaks states: “All 
money belonging to the partnership is to be deposited in the bank and al 
cash payments are to be made by check issued by Murphy. How will each 
check be signed? 

5. The partnership agreement signed by C. C. Hostetler and O. P. Joy 
states: ‘“‘C. C. Hostetler invests merchandise, $3,000.00 and cash, $2,000.00; 
O. P. Joy invests cash, $4,000.00.” State the entries in the books of original 
entry to record these investments. 

6. The partnership agreement signed by M. D. Lang and D. J. Stall 
states: ‘“M. D. Lang invests his equity in the assets of the business he has 
been operating as shown by the Balance Sheet prepared June 30. D. J. Stall 
invests cash, $4,000.00.” The proprietorship on Lang’s Balance Sheet is: 


ASSETS $8000.00 — LIABILITIES $2000.00=M. D. LANG, PrRop., $6000.00 


One-fourth of the assets are cash, one-eighth notes receivable, one-fourth 
accounts receivable, one-eighth equipment, and the balance merchandise 
inventory. The liabilities are equally divided between notes payable and 
accounts payable. State the required opening entry. 
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Exercise 94, Opening Entry for a Partnership 


October 1. James Beal and A. L. Knapp form a partnership for the pur- 
pose of continuing the retail business which Mr. Beal has been operating. The 
partnership agreement states: 


“James Beal invests $9418.15, his net proprietorship in the 
business located at 725 Fifteenth St., as shown by the Balance Sheet 
prepared September 30, which is made a part of the contract. The 
partnership assumes the liabilities shown on this Balance Sheet. 

“A. L. Knapp invests cash, $9418.15.” 


The Balance Sheet referred to is shown below: 


JAMES BEAL 
BALANCE SHEET, September 30, 19 











Assets: Liabilities: 

(CHVEl dlggenicek yah ERO a te See Pee ioLGlao NotestPavablesy.c4.)-niacec yer oe 2000|— 
Notes Receivable........... 280|— Accounts) Payable. . sie.cue.. ase 3118/62 
Accounts Receivable........ 4116)75 ——_|— 
Merchandise Inventory...... 7815/62 Motalyuiabilities: Meee ee 5118/62 
Equipment.......... 1250 .00 Proprietorship: 

Less Dep. Reserve. 375.00|| 875|— JamessSealeuG@apical neers ae 9418/15 
Supplies... i Oe athe See 132/60 
Prabal ASG 6S cs. cts Aatatass cn oh 14536/77 || Total Liabilities and Proprietorship. .||14536/77 


























Instructions. (1) Record the required opening entries. 

(2) Post these entries; allow four lines for each account. 

(3) Prepare a Balance Sheet from the account balances similar to the 
form at the top of page 252. 


Exercise 95, Opening Entries 


W. H. Baird, a retail coal dealer, and C. L. Shoe, a retail dealer in con- 
tractors’ supplies, agree to combine their businesses and to operate as a part- 
nership. The partnership agreement states: “Hach partner is to invest the 
assets of his present business as shown by his Balance Sheet prepared at the 
close of the business May 31. The partnership assumes the liabilities shown 
on each Balance Sheet. Each partner is to invest sufficient cash to make the 
capital $5,000.00, equally divided between the partners.” 

The Balance Sheets referred to in the articles of copartnership are shown 
at the top of page 254. 


Instructions. (1) Record the opening entries in the general journal and 
eash book. The amount of the additional cash received from each partner 
will be the difference between his proprietary interest shown on his Balance 
Sheet and $2,500.00. 

(2) Post these entries; allow four lines for each account. 

(3) Prepare a Balance Sheet from the account balances. 
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W. H. BAIRD 
BALANCE SHEET, May 31, 19 
med 
Assets: Liabilities: 
Gaghpareccd drench rate a: 870)14 Notes! Pavablettan.o-n sams eee 300/— 
Notes Receivable. . Dees i eooblGa Accounts’ Bayablegneee eer eee 357/52 
Accounts Receivable........ 277\65 Saar See 
Merchandise Inventory......|| 319/64 Total Liabilities %e. -eeeeee 657/52 
Prepaid Insurance.......... 22/50 
Office Equipment..... 250.00 Proprietorship: 
Less Dep. Reserve.. 15.00)]| 235)— W. H. Baird, Capital. we) se a) 1924104 
PO tal PASSES sinc ice. cote che wie es 2581/56 || Total Liabilities and Proprietorship. .|| 2581/56 
.C. L. SHOE 
BALANCE SHEET, May 31, 19 
Assets: Liabilities: 
(Ceili Ua nt al ene er oa en 864/25 INOTES MPAV-a DIG seas wartcusne Sectors eee 500|— 
Notes Receivable. .......... 240|— ACCOUNTSHE ay. ables. oaeee arn eee 339/10 
Accounts Receivable........ 252/48 =i 
Merchandise Inyentory...... 1201/40 Total inabilities.. 2 aay aed 839)10 
Prepaid Insurance.......... 60|— 
Delivery Equipment. .760.00 Capital: 
Less Dep. Reserve.. 20.00|} 740|— Cy dua Shoe Capital’ ..9> occa 2019/03 
TOtalbASse tse iaen .'saeta nivale cewe 2858]13 || Total Liabilities and Capital........ 2858/13 
{ ——| ———— | 


OPERATION OF A PARTNERSHIP 


The Transactions Completed by a Partnership do not differ from those 
completed by a sole proprietorship when the nature of the business is the 
same. Creditors may inquire into the ownership of assets in order to deter- 
mine a credit rating for the firm but customers will not be interested in the 
form of organization under which the business operates. 


Books of Account. Each transaction is recorded in a special journal or 
the general journal and posted to the ledger. The nature of the business will 
determine the books of account required to record the transaction in an efficient 
manner. In a mercantile business similar to that operated by Helm & Stein 
as outlined in the agreement on page 249, the books of account will consist of 
a purchases journal, sales journal, general journal, cash book and ledger. 


Recording the Transactions. Each transaction is recorded so as to 
show its effect on one or more of the elements in the equation ‘‘Assets = Liabili- 
ties+ Proprietorship.” 


Increases in assets, increases in expenses, decreases in proprietorship and 
decreases in liabilities are recorded as debits in the appropriate accounts. 

Decreases in assets, increases in liabilities, increases in proprietorship 
and increases in income are recorded as credits to the appropriate accounts. 

The cost of sales and the expense because of supplies used and deprecia- 
tion on equipment are recorded at the close of the fiscal period. 
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Transactions with the Partners. The partnership will perform some 
transactions with each partner. These transactions relate largely to the in- 
vestments and withdrawals of the partners. The method of recording trans- 
actions with partners should be specifically outlined in the articles of copart- 
nership so that there may be no possibility of a misunderstanding. Invest- 
ments as stated in the agreement are recorded in the partner’s Capital account. 
Withdrawals authorized by the agreement are recorded in an account with 
Partners Salaries or in the drawing accounts of the partners. 


For income tax purpose all withdrawals are regarded as anticipation of 
profit, hence they should be recorded so that this information may be secured 
from account balances. The partners may regard their salaries as operating 
expenses of the partnership, but the total salaries for the year must be added 
to the net profit for the year when reporting partnership income for taxation. 


Salaries of the Partners. The partnership agreement on page 249 
states: “Each partner is to receive a salary of $6,000.00 per year, payable 
$500.00 per month . . . to be charged as operating expense of the part- 
nership.” This means that each partner is entitled to receive $500.00 worth 
of partnership assets each month as compensation for his services. Since this 
compensation is regarded as an expense, each transaction in which a partner 
withdraws his authorized salary will result in a decrease in the asset cash and 
an increase in expense. The title of the account debited is Partners Salaries. 
The entry to record the partners’ salaries when paid, January 31, is: 


CASH Payments 


Drawings by each Partner. When salaries are withdrawn in cash or 
merchandise at various times during the month, it will be necessary to record 
the amount of each withdrawal by a partner in an account with him. The 
title of this account is usually the name of the partner with the word ‘‘Draw- 
ing” written after it. Since the drawings are in anticipation of authorized 
salary, the Partners Salary account is debited and the partner’s Drawing ac- 


count credited at the end of the month for the amount of his monthly salary. 


The partnership agreement may authorize each partner to withdraw 
assets in anticipation of profit in addition to his salary; these withdrawals 
are charged to the partners’ Drawing accounts. At the close of each fiscal 
period, the balance of the Partners Salaries account shows the total withdrawals 
because of salaries and the balance of each partner’s Drawing account the total 
withdrawals in excess of salaries. The total withdrawals in anticipation of 
profit is the sum of the balances of the Partners Salaries account and each 
partner’s Drawing account. The net profit for income tax purpose is the net 
profit shown by the Profit and Loss Statement plus the sum of the balances 
referred to in the preceding sentence. 











31 


1000 


Jan. Partners Salaries Partners’ salaries for January —_ 























NS 
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The partnership agreement between W. H. Mann and C. L. Moon who 
operate the Economy Grocery Store as equal partners, states: “Each partner 
is to receive a salary of $300.00 per month.’ 


May 10. Each partner withdrew $50.00 cash to apply on 
account of salary. 
The entry in the cash book to record this withdrawal is: 
CASH Payments 


sf ee nt A) 5 te ale a eee ee ee eee 
1 geal aa Ie % 
May (10 W. H. Mann, Drawing Account of salary | = 60/— 

10 C. L. Moon, Drawing Account of salary | . 50\— | 





May 381. Credited each partner for his salary. 


The entry in the illustration at the right shows the method of recording 
this transaction in the general journal. The Partners Salaries account is 








debited for the sum of "May 31, 19 

the two salaries and the — — 
Drawing account with Partners Salaries.......... || 600/— | 

each partner credited for Ws Fo Mant, Drewes | a 
the authorized salary. All Pareior Nealiiea tee | 
drawings of cash or mer- month of May. | 


chandise during each 
month are debited to the Drawing account and at the end of the month the 
Drawing account is credited for the authorized salary. 


Proprietorship of Each Partner. The third and sixth articles in the 
partnership agreement on page 249 provide a basis for ascertaining the pro- 
prietary interest of each partner in the proprietorship of the partnership. The 
invested capital is recorded in the Capital account with each partner. At the 
close of each fiscal period, the net profit as shown by the balance of the Profit 
and Loss Summary account is transferred to the account with each partner. 

At the close of the first monthly fiscal period, the credit balance of the 
Profit and Loss Summary account on the ledger of Helm & Stein was $1,840.80. 
The entry to transfer this 
balance to the partners’ 
Capital accounts is in the 


January 31, 19 





Profit and Loss Summary... . 1840 80 le Seurhed: 


illustration at the right. us > ey eee eats 920/40 
| gear . N. Stein, Capital.... 920\40 

The profit is divided equal- ay, Clase thaleeinad 

ly between the partners, Loss Summary account.. 


hence each partner is cred- | 

ited in his Capital account for one-half the net profit. When this entry is 
posted, the balance of the Capital account with each partner will show his 
proprietorship in the partnership. 


Withdrawals from Capital. The withdrawals from capital in a part- 
nership are the same as the withdrawals from capital of a sole proprietor. In 
a partnership, however, there must be an agreement between the partners as 


® 
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to the amount to be withdrawn and the time the withdrawal may be made. 

The eighth paragraph in the partnership agreement on page 249 pro- 
vides for withdrawal of earned profit. The partners have agreed that each 
partner is to have the privilege of withdrawing not more than 25% of the 
profit earned during any one fiscal year, the withdrawal to be made after 
January 2 of the following year. 


January 10, 1929. Each partner withdraws $500.00 of the 
earned profit credited to his Capital account. 


It may, be assumed that the $500.00 is less than 25% of the profit earned during the 
twelve months of 1928. 


The entries in the cash book to record these withdrawals are: 








mee ee ed Payments 
1929 L ae ae He “eee | doe Pla 
Jan. | 10 R. S. Helm, Capital Withdrawal |, 500;\— | 
10 A.N. Stein, Capital Withdrawal | aes 
i } 




















Admission of a Partner. The partners may agree to admit a new part- 
ner at any time. Admitting a new partner necessitates a new partnership 
agreement. The nature of this agreement will determine the entries to record 
the assets invested by the new partner. 

An appropriate account is debited for the value of each asset invested by 
the new partner and his Capital account is credited for the sum of the assets 
invested by him. If liabilities to be paid out of the assets invested by the new 
partner are assumed by the partnership, they will be recorded as credits in 
the appropriate accounts and deducted from the value of the assets to ascer- 
tain the credit to the new partner’s Capital account. 

The admission of a new partner begins a new fiscal period. This means 
that a Balance Sheet and a Profit and Loss Statement must be prepared and 
the ledger closed before the assets or assets and liabilities of the new partner 
are recorded. The credit balance of the Capital account with each partner 
at the beginning of the new business should agree with the amount of his invest- 
ment stated in the partnership agreement. A further discussion of this sub- 
ject is given in connection with good will in a subsequent chapter. 


Retirement of a Partner. One or more partners may retire at any 
time during the life of the partnership agreement, upon the consent of the 
remaining partners. The retirement of a partner cancels the partnership agree- 
ment and requires a new agreement to be signed by the remaining partners. 
If the retirement of one or more partners leaves the business to be operated as 
a sole proprietorship, no new agreement is required. 

The agreement with the retiring partner will determine the method 
crediting the assets given him or recording the liability incurred because of 
his retirement. It is evident that a partner would not retire without receiv- 
ing his share of the partnership property or a promise to receive it in the future. 

The retirement of a partner will necessitate closing his Capital account. 
If the assets given him are equal to the balance of his account, the assets and 
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proprietorship of the new business will be reduced by an amount equal to the 
balance of the retiring partner’s capital account. If the assets given a retiring 
partner are of less value than the balance of his Capital account, the capital 
of the remaining partners will be increased by his retirement. This increase 
is recorded as a credit to the partners capital accounts. If the retiring partner 
is given assets of greater value than the balance of his Capital account, the 
capital of the remaining partners is decreased. This decrease is recorded as 
a debit to the partners capital accounts. 

Sometimes one partner will buy the interest of another. The agreement 
between the partners will not affect the entry to adjust the two partners’ 
accounts, but it will be necessary to transfer the balance of the Capital ac- 
count of the retiring partner to the Capital account of the partner who has 
purchased his interest. 


SUMMARY 


Partnership Agreement. The assets invested by each partner are 
partnership property and neither partner can claim them or any part of them 
as his individual property. Investments and withdrawals are controlled by — 
the ‘partnership agreement which should always be in writing. The invest- 
ments and withdrawals should be so recorded that the equity of each partner 
in the proprietorship of the partnership as stated in the partnership agree- 
ment may be determined at the close of each fiscal period. 


The Capital Account with each partner is a record of the increases and 
decreases in the investment of the partner. The Capital account with each 
partner is credited with investments and with net profit and debited with with- 
drawals from capital and with net loss. The credit balance at the beginning 
of each fiscal period shows the partner’s proprietary interest in the proprie- 
torship of the partnership; during the fiscal period it shows his net investment. 


The Partners Salaries Account is a record of withdrawals for com- 
pensation by the partners as specified in the partnership agreement. This 
account is debited for all withdrawals of salaries. The debit balance is the 
total expense because of salaries paid the partners as specified in the partner- 
ship agreement; it is closed into the Profit and Loss Summary account. 


The Drawing Account with each partner contains a record of the part- 
ner’s withdrawals in anticipation of profit as authorized by the partnership 
agreement. This account is debited for the-partner’s withdrawals of cash, mer- 
chandise or other property. The debit balance of the partner’s Drawing account 
is the total withdrawals in addition to salary. It is a deduction from the part- 
ner’s share of the profit for the period and is closed into his Capital account. 

When a partner withdraws his salary in small amounts at various times, these with- — 
drawals are debited to his Drawing account. At the end of the month the Drawing account 
is credited with his authorized salary. If a partner does not withdraw all of his salary, his 


account will show a credit balance which is an addition to his proprietary interest in the 
partnership, as recorded in his Capital account. 
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Exercise 96, Salary and Withdrawals 
(ORAL OR WRITTEN) 


1. The partnership agreement signed by B. A. Otis and G. L. Land states: 
“Hach partner is to receive a salary of $3000.00 per year. No other with- 
drawals are to be made except from recorded profits, 25% of which may be 
withdrawn within sixty days from January 1 of each year.” What entry is 
required to record the monthly withdrawal of salary by each partner at the 
end of the month? 

2. At the close of the first annual fiscal period, December 31, the credit 
balance of the Profit and Loss Summary account on the ledger of Otis and 
Land is $2,156.50. What entry will be required to close the Profit and Loss - 
Summary account into the partners’ accounts, the profit being divided equally. 

3. February 1 of the second year, B. A. Otis and G. L. Land each with- 
drew his authorized share of the profit mentioned in Question 2. What entry 
is required to record this withdrawal from capital? 

4. The partnership agreement between R. L. Davis and C. C. Davis 
states: ‘Each partner is to receive a salary of $3,000.00 per year which is to 
be regarded as an operating expense of the business.”’ Salaries are withdrawn 
in cash or merchandise as needed by the partners. May 10, R. L. Davis took 
merchandise from stock for home use, cost $25.00. What entry is required to 
record this withdrawal? 

5. May 12, C. C. Davis (Question 4) withdrew $50.00 cash to apply on 
salary. What entry is required to record this withdrawal? 

6. May 31, the Drawing account of each partner (Question 4) was cred- 
ited with his authorized monthly salary. What entry was required to record 
the salaries? 

7. The accounts below are on the ledger of Davis Bros. R. L. Davis 
receives 40% of the profit and C. C. Davis 60%. State the journal entry to 
close the Profit and Loss Summary account into the partners’ Capital accounts. 

P. & L. SUMMARY R. L. DAvis, CAP. CauCe Davis, CAP. 





| 17600 .00 15418 .50 21500 .00 


Exercise 97, Combining Two Businesses 


B. A. Stanford and M. C. Finley each operated a retail store on opposite 
sides of the same street. June 1, they formed a partnership for the purpose of 
combining the two stores. The partnership agreement states: 

“B, A. Stanford is to invest $3096.02, his net proprietorship 

in the business operated at 916 May St., as shown by the Balance 

Sheet of May 31, which is made a part of this contract. M. C. Finley 

invests $4555.77, his net proprietorship in the business operated at 913 

May St., as shown by the Balance Sheet of May 31 which is made a> 

part of the contract. The partnership assumes the liabilities shown 

on both Balance Sheets.”’ 
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B. A. STANFORD 
BALANCE SHEET, May 31, 19 
Assets: Liabilities: 
Cashin rrrig mi crxns oe 2 vt: 516/50 Notes*Payablescs s. o.oo < cae 500|— 
Merchandise Inventory...... 4137|92 Accounts: Pay ablet2 i. tasc eee eee 1615/80 
Sup pliestit wa cucone tached bane 116/90 || Proprietorship: 
Hguipment ise. sce. - 650.00 BeeAe Stantords rope soe 3096 02 
Less Dep. Reserve. .209.50)| 440/50 
PROLAIPASSCUS sarah cules utes ees 5211/82 || Total Liabilities and Proprietorship. .|| 5211/82 
M. C. FINLEY 
BALANCE SHEET, May 381, 19 
Assets: Liabilities: 
Cash tere ee hacls sac tice 568/15 INotest Payables os. =. cer ee erence 1090|— 
Merchandise Inventory...... 5517/22 Accounts» Pay ablen...ceeccsee boeee 1121/50 
Suppllester pays ice eres oe 91/30 
Equipment........... 750.00 Proprietorship: 
Less Dep. Reserve. .250.00)} 500/— Ma'CaBinley.Prop.:: se een eee 4555/77 
OtalVASsetaing er beac ceadie sies.ors 6677|27 || Total Liabilities and Proprietorship. . 6677 27 





Instructions. 
the Balance Sheets. 











Exercise 98, Work at the Close of a Fiscal Period 








Prepare the opening entries to record the facts shown on 


The Quick Service Cafeteria is owned and operated by L. J. Wayne and 


M. D. Dale. The Trial 
Balance in the illustration 
at the right shows the 
account balances at the 
close of the quarterly fis- 
cal period, July 31. The 
inventory of meats, vege- 
tables, canned goods, etc. 
is $862.58, and office sup- 
plies $8.75. The unexpired 
insurance is $188.95. The 
annual depreciation on 
equipment is 10% of the 
cost price. 

Instructions. Prepare 
a Working Sheet, Balance 
Sheet, Profit and Loss 


THE QUICK SERVICE CAFETERIA 


TRIAL BALANCE, July 31, 19 








Gashise meu emer ces seca: 6596 

Merchandise Inventory... . 675 

Office Supplies............ 79 

Prepaid Insurance........ 216 

Bi giilpmientiers ws eere-< «|| 6035 

Depreciation Reserve. .... 

Notes Payable........... 

L. J. Wayne, Capital...... 

M. D. Dale, Capital...... 

Salest ist press es eaeenic 

Purchase sen. 50 scl acmee 11452 

Kitchen Expense......... 4124 

Restaurant Expense...... 4895 

Office Expense........... 2500 

Purchases Discount....... 

Interest Expense,........ 31 
36608 


55 

55 

80 

50 
TAT|T5 
500|— 
5476|50 
3651)— 
25901)71 

91 

75 

80 
331|15 

25 
11 ||36608|11 








Statement, and adjusting and closing entries; present proprietorship, $12,293.20; 
net profit, $3,165.70. L. J. Wayne receives three-fifths of the profit and M. 


D. Dale two-fifths. 


CHAPTER XXII 
BUYING AND SELLING MERCHANDISE 


Buying and selling merchandise and the method of recording transac- 
tions resulting from the purchase and sale of merchandise was discussed and 
illustrated in previous chapters. The purpose of the discussion in this chapter 
is (a) to show the correlation between the buying and selling of merchandise 
and the business forms usually used for this purpose, and (b) to show in one 
group the accounts which contain information regarding the purchase and 
sale of merchandise. 


Buying Merchandise. The merchant buys the merchandise which he 
sells. The wholesale merchant usually buys from the manufacturer, the re- 
tail merchant from the wholesale merchant, and the consumer from the retail 
merchant. In some lines of merchandise, the manufacturer sells direct to the 
retail merchant or to the consumer. Wholesale and retail merchants usually 
secure their merchandise through placing orders with traveling salesmen who 
submit samples or through ordering by mail. The consumer usually buys over 
the counter or by telephone. 

The usual process for securing the merchandise offered for sale by the 
wholesale or retail merchant may be briefly described as follows: 

(1) A written requisition for the needed merchandise issued by the stock 
clerk, the one authorized to keep the stock of merchandise. 

(2) The purchase order issued to the vendor by the purchasing agent, 
the one authorized to make purchases. 

(8) The purchase invoice prepared by the vendor and sent to the purchas- 
ing agent as an acknowledgment of his purchase order. 

(4) The delivery ticket, if the purchase is made from a local firm, or the 
bill of lading or way-bill issued by the transportation company, if purchased 
out of town. 

(5) The freight or express bill which is the bill for transportation charges 
when the merchandise is not purchased from a local firm. 

(6) The drayage bill from. the transfer company for the drayage cost of 
hauling from the freight station when the merchandise is shipped by freight. 


Illustrations. The buying procedure is further explained by illustra- 
tions. These apply to a purchase of merchandise by the Hall Hardware Com- 
pany from the Lang Bros. Hardware Company, requisitioned by L. G. Peck, 
the stock clerk, and ordered by W. H. Peters, the purchasing agent. 


The Requisition in the illustration at the top of page 262 is a written 
request by L. G. Peck, the stock clerk for the Hall Hardware Co., to W. H. 
Peters, the purchasing agent, for merchandise to be ordered as specified. 
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This requisition was issued in duplicate; the original was given to the pur- 
chasing agent and the duplicate was retained by the stock clerk. A requisition 
of merchandise is not a transaction, hence no entry is required in a journal. 










HALL HARDWARE co. 


REQUISITION 
No. De 366 


Purchase Requisition 





Required for Department Bo Date Isued_APPil 12 
Advwe’Mr_Allen on delivery Date Required April 25 _ 




















QUANTITY DESCRIPTION 







2 





24" and 26" hand saws 
24" panel saws 
scissors 

Kmives and forks 
pocket knives 


Doze Each 
. 
hes Sets 
" 











Approved wk Macenl Requisition Placed bye Ge Peck L. G. Peck 


PURCHASING AGENTS MEMORANDUM 


5. Pee 2 ae aed 
Date ‘ 13. (2 Brande 


The Purchase Order in the illustration below is the result of the requi- 
sition in the preceding illustration. This order was issued in triplicate. The 
original as illustrated was mailed to the Lang Bros. Hardware Company; 
one copy, retained by the purchasing agent and the other, by the receiving 
department. An order for merchandise is not a transaction, hence no entry 
is required in a journal. 











PURCHASE ORDER 
— ee 


HALL HARDWARE Co. 


iCORPORATI 
oadng 


To__lhang Bros, Hardware Coe, oy April 13 Rene 
ie St Crown Point Ship Vi 


Pa. R. R. 





24" Hand Saws 
26" Hand Saws 
24" Panel Saws 
Scissors 

Knives & Forks 
Pocket Knives 





The Invoice in the illustration at the top of page 263 is the result of the 
purchase order in the illustration above. The check marks indicate that each 
item of information has been verified. The ‘2 doz. No. 97” was entered on the 
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BUYING AND SELLING MERCHANDISE 


LANG BROS. HARDWARE CO. 


HARDWARE AND PAINT 
Exclusive Agents “Mason Paint? 


28 Long St., Crown Point 


Date April 


Sold to Hall Hardware Company, 
18 Center St., 


levee Na 39142) 


17 Cust. Order No. 754 


Shipped to Hall Hardware Company, 
18 Center St,, 


Lansing 


AMOUNT 
SHIPPED 


AMOUNT 


ORDERED DESCRIPTION 


24" Hand Saws 

26" Hand Saws 

24" Panel Saws 
Scissors 

eee es Forks poe 


PRICE PER AMOUNT 


22.90 Doz. 
26.00 
24.75 
10.40 
29.75 
14.60 





263 


invoice by a clerk for Lang Bros. to indicate that only 4 doz. of this item were 
in stock and the other 2 doz. have been back ordered and will be shipped later. 
A purchase of merchandise is a transaction hence the purchase is recorded in 


the purchases journal. 


‘Uniform Domestic Straight Bill of Lading Adopted by Carriers in Official, Southern and Western Classification Territories, March 15, 1922) 


UNIFORM STRAIGHT BILL OF LADING--ORIGINAL--NOT NEGOTIABLE 


(Prescribed by the Interstate Commerce Commission) 
Pa. R. R. Company 





Shipper's 
Agent's Ne 








HECEIVED, subject See ee 
at Crown, wl Co Ageit AT, — 18. 


helen foe ofthe property (ye eqtoedenrty tales toee! plow of debrorrat seca 
th posmascn ry at 

we i detiatice foetal aceon teach are ters of ead masini ea fii rout to dat 

a Ges rosetta Hyastga. ap as 0 





Fon LANG BROS. HARDWARE CO. 


Sale eles etodcnd eho 


a orem cer arrears ad ery ae Be poland 





— 





( ee ) 


18 Center St. 


Wonsigned to. e Hall Hardware Co. 
Destination_Tansing <5. 1S. \ State of “Mich. 


County of. 








(Delivering Cartier) Car Initial 


= 


Car No No. 








Das sine of Ree iat “WEIGHT Soeiks 
Marks and Exceptioi (Bubject to Correction) | oF 








cases hardware | SF 


t 1507 





—<——$— 


If this igeicth cow be sees to the com 
signee Witty ac 
sign they 


ems sbi nt 
‘be cartier nal 1 nol lelivery of this 


ux. without payingat ol fretght and all 
other lawful charges. (See section 7 of com 





(Signature of Consignor) 








|— — 











charges are to ee isiecebales write or stanip 
ie “To be Prepai 








—t 


a So 
to apply in prepayment of the chirges on the 
roperty described hereot 





‘Agent or Cashier 





Dil it moves between by a carrier by water, the law, Ficus it the bill shall state whether ft fs “carrier’s or ehipper's weight"? 
= o-e Were the rate a depen feat on nine, Bllpsartane recalled reeshcly iei the agreed or a andsten eles tn recent: 
Se agreed or declared value of the peoperty thereby opeciically Mts ea yt 


Per. Ss 
(The signaturé here Acknowledges only the 
amount prepaid.) 








Charges Advanced: $—__ 





LANG BROS. HARDWARE CO., Shipper, Per 


Agent, Per. 





Permanent post-office address of shipper, CROWN POINT, ILL. 


The Hamitton Autographio Regioter Co., Hamiltan, Q. 





The Bill of Lading in the illustration above is the original copy obtained 
by Lang Bros. Hardware Co. from the railroad to which the merchandise in the 
This bill of lading was 


purchase invoice above was delivered for shipment. 
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prepared in triplicate. The original as illustrated was mailed to the Hall 
Hardware Co., one copy retained by the railroad agent and the other by the 
Lang Bros. Hardware Co. Receiving a bill of lading as evidence of a freight 
shipment is not a transaction, hence no entry is required in a journal. 

The railroads in the United States are under the jurisdiction of the Inter- 
state Commerce Commission. The Commission has set up certain regulations 
regarding the bills of lading. Three of these are (1) the size, (2) the number 
of copies to be prepared and (8) the color of the paper on which the copies are 
to be printed. The size of the bill of lading and color of the paper to be used 
are regulated for the convenience of the buyer, the seller and the transporta- 
tion company. Three copies are prepared, (1) the original which is mailed 
to the buyer, (2) the shipping order which is retained by the railroad, and (3) 
the memorandum which is retained by the seller. The printed forms prepared 
for the bill of lading are so arranged that these three copies may be made at 
the same time through the use of carbon paper. 


The Freight Bill in the illustration below is for the transportation 
charges on the merchandise referred to in the invoice and bill of lading illus- 
trated on page 263. This freight bill indicates that the merchandise delivered 
to the transportation company by Lang Bros. Hardware Co. is now at the 
freight station of Hall Hardware Company. It also serves to notify the Hall 
Hardware Co. of the amount due for freight charges. 


Make checks payable to FREIGHT BILL 
a PENNSYLVANIA RAILROAD COMPANY LANSING. exons sursenisre: Suiljecthie ire isi 


SECTION oTE April 27 19 


consianee 927 X Point ot Origin to Oostinationy 


oesmination The Hall Hadwe. Co., Lansing 


1485 Crown Point (739 Apri Bros. Hdwe. Co. 


Way-Billed From Way-Bill Date and No. Full Name of Shipper 
Point and Date of Shipmont Connecting Line Reference = | Previous Way-Bill Reference Original Car Initials and No 


mpany claims 


NUMBER OF PACKAGES, ARTICLES AND MARKS WEIGHT RATE FREIGHT ADVANCES FOTAL 


2 cases hardware Ae 
1 case cutlery ia 





rges to be refunded and must acco: 


overcharge, loss or damage. 


RECEIVED PAYMENT 192 TOTAL 


= 
E 
i 
8 
E 
4 
i 


rerchai 


for 


FREIGHT AGENT 
4.6. Burne 


ov 





The Hall Hardware Co. will be required to pay this freight bill before 
receiving the merchandise from the railroad agent. The check issued for this 
bill is recorded as a debit to an account with the title Freight In. 


The cost of hauling merchandise from the freight station to the store is referred to as 
drayage and is debited to the Freight In account. If Geared the title of this account may 
be Freight and Drayage In. 
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Purchases Returns and Allowances. The buyer expects to receive 
the merchandise ordered and to pay for it at the agreed price. If a part or 
all of the merchandise delivered as a result of a purchase order is unsatis- 
factory and for this reason is returned, it is referred to as a purchase return. 
If the merchandise received is not satisfactory or if the price is not that agreed 
upon, the seller may be required to adjust the price to the satisfaction of the 
buyer; an adjustment of this character is referred to by the buyer as a pur- 
chase allowance. A credit memorandum is the business form which contains 
written information regarding a purchase return or a purchase allowance. 


The Credit Memorandum in the illustration below is the result of 
correspondence regarding an allowance on one item of merchandise in the 
purchase invoice on page 262. 


CREDIT MEMORANDUM 


Crown Point, APril 23 jo 
Hall Hardware Com: 
18 Center St., 


Lansing 


LANG BROS. HARDWARE CO. 
HARDWARE AND PAINT 


Exclusive Agents “Mason Paint” 


YOUR ACCOUNT HAS BEEN CREDITED AS FOLLOW#s) 











5 Doz. #18D 24" Panel Saws 





This credit memorandum was issued in duplicate by Lang Bros. Hard- 
ware Co. The original was mailed to the Hall Hardware Co. and the dupli- 
cate retained by Lang Bros. Hardware Co. When this credit memorandum is 
received by the Hall Hardware Co. it is evidence of a transaction in which the 
purchase cost is reduced $3.75 and the liabilities reduced the same amount. 

The entry to record this transaction in the general journal of the Hall 








Hardware Co. is in the - April 25, 19 

illustration at the right. Sa anil 

The Lang Bros. Hardware Lang Bros. Hardware Co...... 375, sia 
| 


Purchases Ret. and Allow... 


Co. account is debited to . Error in invoice No. 38142. 


record the decrease in lia- | | 
bilities and the Purchases Returns and Allowances account credited to record 
the decrease in the purchase cost. 





| 








Accounts Required for Recording Purchases. The plan of record- 
ing all transactions affecting purchases in one Purchases account, as illustrated 
in previous discussions, is satisfactory where the nature of the purchases is such 
that it is not necessary to know the total freight cost and total returns and 
allowances separate from the total purchases. When it is desired to show 
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invoice cost, transportation cost, and returns and allowances separately, 
three accounts will be required. With this plan, the invoice cost is recorded 
in the Purchases account, the transportation cost in the Freight In account, 
and the returns and allowances in the Purchases Returns and Allowances ac- 
count. The value of the merchandise on hand at the close of each fiscal period 
is recorded in an account with Merchandise Inventory. 

Market Price. When the market price at the close of the fiscal period 
is much less than the price paid for the merchandise purchased during the 
period, the market price may be used when ascertaining the inventory value 
of the merchandise in stock. This applies only when the market or replace- 
ment price is less than the cost price; when the market price is more, the cost 
price is always used. For income tax purposes, the Treasury Department has 
ruled that the taxpayer may use either cost or market price whichever is lower 
but he must follow the same practice at the close of each fiscal period. 


Exercise 99, Purchases of Merchandise 
(ORAL OR WRITTEN) 


1. “January 5. Gave the C. & O. Railway check for $13.75 in payment 
for freight on merchandise purchased.” (a) In what journal is this transac- 
tion recorded? (b) What account is debited? (c) Credited? (d) What effect 
does this transaction have on the cost of merchandise purchased? 

2. “June.9. Received check from D. & A. Railway for $2.50, error in 
freight bill for merchandise purchased.” (a) In what journal will this trans- 
action be recorded? (b) What account is debited? (c) Credited? (d) What 
effect does this transaction have on the cost of merchandise purchased? 

3. “Received invoice from Bay Bros. for merchandise purchased, $150.00.” 
(a) In what journal will this transaction be recorded? (b) What accounts are 
debited and credited? (c) What effect does this transaction have on the cost 
of merchandise purchased and the liabilities? 

4, “Express on merchandise purchased’”’ appears as the explanation of 
a transaction on the payments side of the cash book? (a) What account is 
debited? (b) Credited? (c) What effect does this transaction have on the 
cost of merchandise purchased? 

5. “November 16. Received a credit memorandum from W. O. Upton 
for $12.50, cost value of merchandise returned to him.” (a) In what journal 
will this transaction be recorded? (b) What account is debited? (ce) Credited? 
(d) What effect does this transaction have on the cost of merchandise pur- 
chased? What effect does this transaction have (e) on the liabilities if the 
invoice has not been paid? (f) on the assets if the invoice has been paid and 
Upton’s account is in balance? 

6. “May 31. Gave the Dexter Drayage Company check for $42.50, 
drayage on merchandise purchased during the month of May.” (a) In what 
journal is this transaction recorded? (b) What account is debited? (c) Cred- 
ited? (d) What effect does this transaction have on the cost of merchandise 
purchased and the assets? 
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7. The account in the illustration at the left appears on the ledger of 
L. B. Hanson at the close of the fiscal period. State the journal entry required 
PURCHASES RETURNS AND ALLOWANCES to record the first 
= ‘is credit entry using 
May |10 J |1s|| 27/50 your own name. (b) 
16 J |20)| 10\— State the journal en- 

try required to record the second entry using the name of your instructor. 





















































SALES OF MERCHANDISE 


Sales of Merchandise. The purchase order issued by the buyer becomes 
an order when received by the seller. The purchase invoice received by the 
buyer is a sales invoice to the seller. The original copy of the credit memoran- 
dum issued by the seller and received by the buyer is to the buyer a purchases 
return or allowance and to the seller, a sales returns or sales allowance. The 
original copy of the bill of lading received by the buyer is his authority to se- 
cure the merchandise from the railroad and the memorandum copy retained 
by the seller is a receipt from the railroad for the merchandise. 


When an order is received by a wholesale merchant, the desired mer- 
chandise is shipped and the order acknowledged by a sales invoice. At least 
two copies of the sales invoice are prepared; the original is given to the cus- 
tomer as acknowledgment of his order and the copy retained for the sales 
journal record. Each sale is numbered consecutively, the original sales in- 
voice and the duplicate having the same number. The duplicate is usually 
punched to fit a binder which becomes a sales journal when the duplicate 
sales invoices are filed numerically in it. 


Recording a Sale. A sale of merchandise as indicated by the carbon 
copy of the sales invoice is to the seller a transaction in which the asset ac- 
counts receivable and the income sales each increase the same amount. The 
entry in the sales journal of Lang Bros. Hardware Co. is the carbon copy of 
sales invoice No. 754 illustrated on page 268. 


Sales Returns and Allowances. An allowance made to a charge cus- 
tomer because of returned or unsatisfactory goods as evidenced by the carbon 
copy of the credit memorandum is to the seller a transaction in which the 
income sales and the asset accounts receivable each decrease the amount of the 

April 23, 19 allowance. The entry in 
| Take the general journal of Lang 
75 Bros. to record the credit 
| 3/75 allowed the Hall Hardware 

Co. as evidenced by the 
copy of the original credit memorandum illustrated on page 265 is in the illus- 
tration at the left. The debit records the decrease in sales and the credit, the 
decrease in assets. 








Hall Hardware Co........ 


Sales Returns and Allow... . | 3 
Credit memo. April 23. } 
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Freight Out. It is customary for the buyer to pay the freight on the 
merchandise which he purchases. When this custom is followed, the only 
expense to the seller in connection with the delivery of merchandise to out- 
of-town customers is the drayage to the freight station at which he delivers 
the merchandise. Should the seller agree to pay both the drayage and freight, 
thus delivering the merchandise to the freight station of the buyer, the terms 
of the sale are said to be f. o. b. (free on board) point of delivery. This means 
that the buyer will receive the merchandise at his freight station with the 
freight paid, hence the cost of the merchandise to him will be the invoice 
cost plus the drayage from the freight station to his place of business. 

When the terms are “‘f. 0. b. point of delivery’, the seller may (a) prepay 
the freight or (b) allow credit for the amount of the freight which the charge 
customer paid when the merchandise was delivered to him. 

When the transportation charges are prepaid by the seller because the 
terms are f. o. b. point of delivery, the transaction results in a decrease in 
the asset cash and a decrease in the income from sales usually referred to as 
freight out. When the charge customer pays the freight and deducts it from 
his indebtedness, the transaction results in a decrease in the asset accounts 
receivable and a decrease in the income sales. In each case the Freight Out 
account is debited: when the seller pays the freight, he credits Cash and when 
the charge customer pays the freight and deducts it, the seller credits the 
charge customer. 

April 1. Joy Bros. received a check for $127.50 from W. C. 
Hicks, a charge customer, for a sale, $129.35, less freight, 
$1.85, because the terms were f. o. b. point of delivery. 





This transaction results in an increase in the asset cash, a decrease in the 
asset accounts receivable, and a decrease in the income from sales. The entry 
to record the check in the cash book is: 


























CasH Receipts 

19 IGT ptf” SEY ge a a a aR a ee ee i ( F ay ] Ph me 
Rost 1 | | W. C. Hicks ; In full of account | 127/50 ) 

The entry to record the allowance because of the terms is in the illustra- 
tion at the right. The April 1, 19 
Freight Out account is 9 =————————————.__ 
debited to record the in- FreightGiite. 7, cade ee 1/85 
crease in prepaid freight Ma ic oe ened. Lat 1/85 
on merchandise sold. The were f.0.b., point of gelvery 


credit to the account with 

W. C. Hicks records the decrease in the asset accounts receivable because 
of this freight allowance. When the cash book and general journal entries 
are posted, the account with W. C. Hicks will be in balance, which is in ac- 
cordance with the terms of the sale. 


_ When the seller prepays the freight on f. 0. b. point of delivery shipments, the check 
is recorded in the cash book as a debit to the Freight Out account. 
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Prepaid Transportation Charges. When the terms of sale are f. o. b., 
point of shipment, the customer is to pay the transportation charges. When 
the merchandise is shipped by parcel post or when the freight or express charges 
are prepaid by request of the customer, the transportation cost is charged to 
the customer. A sale to a customer with transportation charges prepaid is 
a transaction which results in an increase in the asset accounts receivable for 
the amount of the sale and prepaid transportation charges, a decrease in the 
asset cash for the amount of the cash paid, and an increase in the sales for the 
amount of the sale. A special column may be provided in the sales journal for 
the transportation charges when transactions of this nature occur frequently. 
If a special column is not provided, the entry to record the prepaid transpor- 
tation is made in the general journal. 


April 7. Joy Bros. sold William Hope, Allentown, merchan- 
dise, sale No. 68, $47.50; prepaid express, $1.25, and 
charged to Hope. 


This transaction results in an increase in the asset accounts receivable 
$48.75, an increase in sales $47.50, and a decrease in the asset cash $1.25. 
The entry to record the sale in the sales journal is: 


| | 
Allentown On account | 68 | 47 
| 


| 
The entry to record the check paid the express company is: 
CaAsH 


April | 7 50 








| William Hope 








___Payments 





=r 
1/25 





i9 SSSA SRC a SS I SS NEI 
April | 7 Freight Out On sale No. 68 
































The entry to record the charge to the customer because of the prepaid 




















express is in the illustration Ronis 

Bineediont.. he debit to... ai Saaea 
the account with William William Hope.............. 1/25 

Hope records the increase ieee eee Rigs 125 
in the asset accounts re- No. 68. 

ceivable and the credit to the Freight Out account records the decrease in 
the freight out. 


The purpose of the Freight Out account is to show the transportation charges which 
were paid because the terms are f. o. b. point of delivery, hence this account is both debited 
and credited for transportation charges when the terms are f. 0. b. point of shipment. 
The debit to the Freight Out account is through the entry in the cash book and the credit 
through an entry in the general journal. 


Accounts Required for Recording Sales. All transactions affecting 
sales may be recorded in one account in which case the balance of the Sales 
account shows the net returns from sales. When it is desired to know the gross 
sales separate from the returns and allowances and deductions from sales be- 
cause of freight out, three accounts will be required. The usual titles of these 
accounts are Sales, Sales Returns and Allowances, and Freight Out. 
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Trading Accounts. A mercantile business is often referred to as a trad- 
ing business and the accounts needed to record the purchase cost and selling 
price of merchandise as trading accounts. The trading accounts discussed in 
this chapter are Merchandise Inventory, Purchases, Freight and Drayage In, 
Purchases Returns and Allowances, Sales, Freight Out, and Sales Returns 
and Allowances. 

When the balance of each of these trading accounts is summarized at the 
close of the fiscal period into one account, the title of the account is Trading. 
The usual custom is to close the balance of each trading account into the 
Profit and Loss Summary account, rule the account, carry the balance, which 
is the gross profit on sales or gross trading profit, down below the ruling, then 
summarize the other account balances which show increases and decreases in 
proprietorship in the usual manner. When this plan is followed, the title 
of the summary account may be Trading, Profit and Loss Summary. 

Trading Statement. When the information regarding purchases and 
sales of merchandise is recorded in trading accounts as discussed in the pre- 
ceding paragraphs, it is possible to prepare a detailed statement showing the 
same information. This detailed statement is referred to as a Trading State- 
ment. It may be a separate report or a part of the Profit and Loss Statement. 

Illustrations. The method of preparing the Trading Statement and 
summarizing the trading accounts in a Trading account is further explained 
by illustrations. The ac- HALL HARDWARE CO. 
count balances in the il- _TRIAL BALANCE, April 30,19 _ 
lustration at the right = “Tritt ne 








appear on the ledger of the mi | ee sae ete gk? ay ae | 
-| ecounts CCCIVADICS e. s 
Hall Hardware Co. at the Merchandise Inventory . . .|| 6521/50 
close of the fiscal period, oy) Supplies. Per ce eee asian He 132/55 | 
April 30 = Erenead sete Eee ee ets | 
: - af UIpMeNt ied Keke cae — 

The method of re- 1 pee Heer ve: Sea 175,— 
cording each transaction OE Se lao ae 
which affected purchases oP Hall, Capital’ os... 3500 — 
or sales has been illus | Sales Ret and Atiow..<</]) ral we 
trated in the preceding yeah Out.. 4. ne: 0 

urcnases. a 
paragraphs. The balance | | Purchases Betsend Allow. 31/35 
of the Merchandise In- | ere and DrayageIn...|| 3834/07 
ventory account shows the Sales Clerks Salaries! | 2.|) 380l— 
merchandise in stock, ae ae’ 6457 5% ee 

. ce Salaries.........02.. - 

April 1. The balance of Miscellaneous Expense... . 37/25 

the Freight Out account ies — et . 50 
: urchases Discount....... 35 

shows the deduction from ee Interest EXPENSE. ear : 69/75 

sales because of payment | Sales. Discount........... 16|75 

of freight charges on sales 1760 23 |17606 23 

delivered to out-of-town = —=— |= — 





customers. Merchandise 
inventory April 80, $2,354.05. 
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The Trading Statement in the illustration below was prepared from the 
trading accounts on the Trial Balance, page 270, and the April 80 merchan- 


dise inventory. If all 
transactions affecting pur- 
chases had been recorded 
in the Purchases account, 
it would have been neces- 
sary to analyze this ac- 
count in order to ascertain 
the invoice cost, freight 
cost, and purchases re- 
turns and allowances. If 
all transactions affecting 
sales had been recorded 
in the Sales account, it 
would have been necessary 
to analyze this account 
in order to ascertain the 
total amount of the sales 
invoices, the sales returns 


HALL HARDWARE CO. 
TRADING STATEMENT, April 30, 19 






Income from Sales: 


Gross Sales...... 
Less Sales Ret. and Allow. 71.40 
27.50 


Less Freight Out 


Net! Sales...22.. 


Cost of Goods Sold: 


Gross Purchases a 











\le720\93 











see ewes 


He 6745 33 
1975 50 


Pair, = oie 


ry 


and allowances and the freight cost on merchandise delivered to out-of-town 


customers. 


Summarizing Trading Accounts. 


The entries in the illustration at 


the left show the method of summarizing through entries in the general journal 


April 30, 19 


Merchandise Inventory 
Trading, P. and L. Summary. . 
To record the merchandise 
inventory April 30. 


Trading, P. and L. Summary.. 
To transfer accounts with credit 
balances to the Trading account. 





30 

Trading, Profit and Loss Aa 9229163 

Merchandise Inventory. . 
Sales Returns and Allowances. . 
Hreight) Outlee suo. 2 - 
Purchasessth eee ee 
Freight and Drayage In 
To transfer accounts with debit 
balances to the Trading account. 


8819/73 
31/35 









the balances of the trad- 
ing accounts as shown on 
the Trading Statement. 
The purpose of these en- 
tries is to summarize in 
one account in the ledger 
the same facts as shown on 
the Trading Statement. 
The information used as a 
basis for this journal entry 
is obtained from the Profit 
and Loss Statement col- 
umns of the Working Sheet 
or the Trading Statement. 

The first entry is to 
record the merchandise in- 
ventory at the close of the 


fiscal period, April 80. The second entry is to close the trading accounts with 
a credit balance into the Trading, Profit and Loss Summary account. The 
. third entry is to close the trading accounts with a debit balance into the sum- 


mary account. 
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The illustration below shows the trading division of the Trading, Profit 
and Loss Summary account after the trading accounts in the Trial Balance on 
page 270 have been summarized through the journal entries on page 271. It 
is ruled and the profit on sales carried down. The balance of each expense 
account will be transferred to the debit side of this summary account and the 
balance of any other income accounts transferred to the credit side. The bal- 
ance of the summary account will then show the net profit. The purpose 
of the illustration here is to show only the account balances which relate to 
the profit on sales. 

_ TRADING, PROFIT AND Loss SI 











‘I . | 49. | | =| 
heen 30] Ma: Madse. Inv. Fre 6521, 50 | April 30 Mdse. Inv. ae 235405 
30, Purchases J12|| (2215 16 6 iii 30! Sales J12)| 8819/73 
Ea Frt. and Dray. In |J12) 33407 | 30, Pur. R. and A. J12) 31/35 
0| Freight Out ‘J12) 27'50 i | i| 
30 Sales R. and A. 1J12/} 71/40 i i 
Is 0) Profit On pales i Wt bas ii 5150 HH ) \| 
1 | | ee 
111205.13 i | | 11205 13 
= = a on je } 
| | | || [April 80 Profit on Sales [ | ae 
} A ul 





The word ‘Summary’ may pe omitted from the title of this account if desired, in 
which case the title would be Trading, Profit and Loss. The word “Summary” is used. to 
emphasize the fact that this account contains a summary of the temporary proprietorship 
accounts. 


SUMMARY 


The Purchases Account is a record of the merchandise purchased for 
sale. This account is debited for the purchase cost as shown by the purchase 
invoice and credited for errors which reduce the debit balance. The debit 
balance at the close of the fiscal period shows the invoice cost of merchandise 
purchased during the period; it is closed into the Trading, Profit and Loss 
Summary account. . 


The Freight In Account is a record of the transportation cost on 
merchandise purchased. This account is debited for freight, drayage, express 
and postage cost, and credited for adjustments which reduce transportation 
cost. The debit balance at the close of the fiscal period shows the transpor- 
tation cost for the period; it is closed into the Trading, Profit and Loss Sum- 
mary account. 


The Purchases Returns and Allowances Account is a record of the 
credits allowed by creditors because of an allowance or returned merchandise. 
This account is credited for the amount of each allowance or return as indicated 
by a credit memorandum received. The credit balance at the close of the fiscal 
period shows the total allowances made by creditors during the period; it is 
closed into the Trading, Profit and Loss Summary account. 


If desired, separate accounts may be maintained with Purchases Returns and Purchases 
Allowances; the former would contain a record of the returns, and the latter, allowances. 


The Merchandise Inventory Account shows the asset value of the: 
merchandise in stock at the beginning of a fiscal period. This account is 
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debited at the close of the fiscal period for the value of the merchandise in 
stock at that time and credited at the close of the fiscal period for the value 
of the merchandise in stock at the beginning of the fiscal period. The debit 
balance of this account at the close of the fiscal period is closed into the Trading, 
Profit and Loss Summary account. 


The Sales Account is a record of the income from sales. This account 
is credited for cash and charge sales of merchandise and debited for errors 
which reduce the credit balance. The credit balance at the close of the tiscal 
period shows the sales for the period; it is closed into the Trading, Profit 
and Loss Summary account. 


The Sales Returns and Allowances Account is a record of the credits 
allowed to customers because of allowances or returned merchandise. This 
account is debited for the amount of each allowance or return as indicated by 
the copy of a credit memorandum rendered. The debit balance at the close of 
the fiscal period shows the total allowances made to customers during the 
period; it is closed into the Trading, Profit and Loss Summary account. 


If desired, separate accounts may be maintained with Sales Returns and Sales Allow- 
ances; the former would contain a record of the returns and the latter, allowances. 


The Freight Out Account contains a record of all prepaid transporta~ 
tion charges. This account is debited for the transportation cost at the time 
it is paid and credited for that part of the transportation which is debited to 
charge customers. The debit balance shows the transportation cost because 
of terms, f. o. b. point of delivery; it is closed into the Trading, Profit and 
Loss Summary account. 


The Trading Account is a summary of the trading accounts on the 
ledger at the close of the fiscal period. It is usually made a section of the Profit 
and Loss Summary account in which case the title is Trading, Profit and Loss 
Summary. This account is debited with the balances of the Purchases, Freight 
In, Merchandise Inventory (beginning), Sales Returns and Allowances and 
Freight Out accounts, and credited with the balances of the Merchandise In- 
ventory (ending), Purchases Returns and Allowances and Sales accounts. The 
credit balance, if summarized in a Trading account, is transferred to the Profit 
and Loss Summary account; if summarized in a combined account, the credit 
balance is entered on the debit side, the account ruled and the balance carried 
down on the credit side below the ruling. 


Exercise 100, Purchases and Sales of Merchandise 
(ORAL OR WRITTEN) 


1. ‘November 7. Dodge Bros. issued a credit memorandum to O. R. 
Wing, a charge customer, for $12.50, the value of merchandise returned by 
him.” What entry will be made by (a) the bookkeeper for Dodge Bros? 
(b) the bookkeeper for O. R. Wing? 

2. “May 15. Singer Bros. gave the Lawton Transfer Company a check 
for $275.00 in payment for freight and drayage bills for the month as follows: 
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freight on incoming merchandise, $175.73; prepaid freight on outgoing mer- 
chandise, $99.27. How will this transaction be recorded in the cash book? 

3. “Express on sales invoice No. 929’ appears as the explanation of an 
entry on the payments side of the cash book. (a) What account is debited 
if the customer is to pay this express? (b) What account is debited if the 
terms are “f. 0. b. point of delivery’? (c) What account is credited? 

A. “August 17. Allyn & Smith issued a credit memorandum to O. C. 
Daily, a charge customer, for $9.00 because of an error in the extension in an 
invoice.’ What entry will be made by (a) the bookkeeper for Allyn & Smith? 
(b) the bookkeeper for O. C. Daily? 

5. Issued check No. 92 to the B. & O. Railway for freight on merchandise 
purchased. How will this transaction be recorded? 

6. Received from §. E. Railway check for $3.52 because of an error in a 
freight bill debited to the Freight In account. (a) In what journal will this 
transaction be recorded? What account is (b) debited? (c) credited? 


Exercise 101, Working Sheet and Reports 


The Trial Balance on page 270 shows the account balances on the ledger 
of the Hall Hardware Co. at the close of the monthly fiscal period, April 30. 
The merchandise inventory is $2,354.05; supplies inventory, $88.75; prepaid 
insurance, $92.50; monthly depreciation on equipment 1%. 


Instructions. (1) From the account balances on the Trial Balance and 


the information given above prepare a Working Sheet; present proprietorship, 
$7,586.80; net profit, $586.80 divided equally between the partners. 


... (2) From the Balance Sheet columns of the Working Sheet prepare a Bal- 
ance Sheet. 

(8) From the information in the Profit and Loss columns of the Work- 
‘mg Sheet prepare a Profit and Loss Statement. 


—— (4) From the information in the Adjustments and Profit and Loss State- 
ment columns prepare the adjusting and closing entries. 


Exercise 102, Trading Accounts 


The Trading account below contains a summary of the trading accounts 
in the ledger of G. L. Duncan at the close of the quarterly fiscal period. 











TRADING 
19 19 | 
Sept. |80| Mdse. Inv. 7/1 J16)| 2236/49 ||\Sept. |80) Mdse. Inv. 9/30 J16|| 2418/13 
30| Purchases J16|| 7866/54 30| Sales J16)}11489/65 
80] Frt. and Drayage In|J16|} 1285)17 30| Pur. Ret. and Allow.|J16|| 324/65 
30) Sales Returns J16 22/50 


80] Sales Allowances J16 18/75 


From the facts shown in this account prepare (a) a trading statement 
showing the gross profit on sales, and (b) the journal entries from which the 
facts in this Trading account were posted. 


a. 


eae 
Cee CHAPTER XXIII 
COMMERCIAL DRAFTS AND TRADE ACCEPTANCES 


The term draft is used to describe two different business forms, (1) bank 
draft, and (2) commercial draft. A bank draft, as previously explained, is a 
check drawn by one bank on funds deposited in another bank. The discussion 
in this chapter relates to (a) commercial drafts and their use for collecting 
past due accounts, (b) trade acceptances, and (c) C. O. D. shipments. 


Commercial Drafts. When the creditor and debtor are located in the 
same city, the creditor can present his claim to the debtor in person. When 
the debtor resides in a different city, the creditor can not very well present 
his claim in person, hence usually collects through correspondence. When the 
debtor does not send remittance as a result of correspondence, it is necessary 
for the creditor to use some other means of making collection. The usual 
means is through a commercial draft, also known as a draft. 

A written order signed by the creditor requesting his debtor to pay the 
amount of the indebtedness to a third party, usually a bank, is referred to 
as a-draft. The draft is sent to the bank for collection and presented by the 
bank to the debtor. It is customary for the creditor to notify his debtor by 
letter that the draft has been drawn. 

When the creditor wishes the indebtedness paid upon presentation of 
the draft, it is drawn payable at sight and known as a sight draft. When the 
creditor wishes to allow additional time for payment of the draft after it is 
presented, the draft is made payable a designated number of days after date 
or after sight; this form is referred to as a time draft. 


Illustration. The use of a sight draft as a means of collecting past 
due accounts is further explained by illustrations. 

A. N. Bradford & Co., wholesale grocers in Cleveland, sell groceries to 
R. L. Judson, a retail grocer in Morristown. July 1, the account with R. L. 
Judson on the ledger State parope! SS R. L. JUDSON _ Morristown 
of A. N. Bradford & = = = ae al a es 
Co. appears asin the Jan. 12/\60days 8 6) 6| 187/65 5| Mar. /13 C 24 24) 


18765 
illustration at the 2. 4s |60 days § 64|| 46975|May 17; . {C56 
right. The “State June | 1 64 


8 
100 
National Bank’ is 

the name of the bank where R. L. Judson does business. The balance past 
due July 1 was $269.75. 
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July 1, the one in charge of collections for A. N. Bradford & Co. wrote 
Maa aL > ee. . the letter.in the illustration 
at the left. The statement 
referred to in the letter was 
the same as that explained 
in previous chapters. No re- 
ply to the letter had been 
received July 10 and the 


OFFICE OF 


A. N. BRADFORD & CO. 


Wholesale Grocers and Provisioners 


CLEVELAND 
July 1,19 


Mr. R. Le Judson letter illustrated below 
ar eies was written. The purpose 
Dear Sir: 


of this second letter is to 
advise R. L. Judson that 
further efforts will not be 
made to collect through cor- 
respondence. Unless a check 
eS eed ee |. ‘is received for ‘the $269.75 
before July 20, R. L. Judson will be requested to pay the amount at a bank in 
his city. No reply to 
this letter would indi- 
cate that R. L. Judson 


The inclosed statement shows a past due 
balance of $269.75. We hope to receive a remittance 
by return mail. 

Yours very truly, 


A. N. BRADFORD & 00. 


OFFICE OF 


A. N. BRADFORD & CO. 


is willing to pay a draft 
when presented. 

The sight draft and 
stub in the illustration 
below. indicate that 
R. L. Judson did not 
answer the letter of 
July 10 and that A. N. 
Bradford & Co. are 
making collection in the 
manner suggested in the 
letter. The stub con- 
tains the same informa- 
tion as the draft, hence 
provides a record of it. 





Wholesale Grocers and Provisioners 
CLEVELAND 


July 10,19 . 


Mr. R. Le. Judson 
Morristown 


Dear Sir: 


No reply to our letter of July 1 re ding the t 
due balance of $269.75 indicates that the Lettes has not = 
received or in the rush of business you neglected answering 
it. Since we are anxious to collect all past due accounts, 
with your permission will draw at sight through the State 
National Bank, your city, July 20 2:> the balance past due. 


If you prefer that we do not draw this draft, please 
send remittance by return mail. Unless we hear from you, the 
draft will be drawn as stated. ‘ 

Yours very truly, 


A. N. BRADFORD & CO. 


Both the draft and stub were prepared on a printed form used for drawing 
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drafts. A. N. Bradford & Co. drew the draft and are referred to as the drawer. 
The draft is drawn on R. L. Judson who is the drawee. The amount of the 
indebtedness is to be paid to the State National Bank in Morristown, the payee. 
If desired, A. N. Bradford & Co. could have made the draft payable to 
“Ourselves” in which case it would have been indorsed to the State National 
Bank for collection. The indorsement would have been ‘‘Pay to the order of 
State National Bank, Morristown, For collection, A. N. Bradford & Co.” 
_ The best results are obtained with sight drafts when made payable to 
the bank at which the customer does business. The name of the bank can be 
obtained from checks received from a customer; if this information is noted 
on the ledger account it will be available when needed. 
The letter illustrated at the left indicates that A. N. Bradford & Co. 
a desire RK. L. Judson to 
OFFICE OF know that the draft has 


A. N. BRADFORD & CO. been drawn thus per- 
Wholesale Grocers and Provisioners mitting him to be pre- 
Cre EEAND, pared to pay it when 
: July 20,19 . presented by the State 
National Bank. Itis not 
rs R. Le Judson necessary for the credi- 
0 
tor to write the debtor 
Dear Sir: 
pl oe ak Seta. oan tt os that the draft has been 
omplying e 0 ee 
July 10, woe Dae hie day aeaen” SP eiant Mente baryod tureaeh drawn, but it is cus- 
the State National Bank, your city, for $269.75. WNo reply 
to our letter of July 10 indicates that you plan to honor tomary to do so. 


he draft hi de 
7 ae. The draft was re- 


moved from the stub 
and mailed to the col- 
lecting bank together 
with the letter in the illustration at the right. When the bank receives this 
letter and the draft, it will 
notify R. L. Judson either by OFFICE OF . 
mail or by messenger that it A. N. BRADFORD & CO. 
has the draft for collection. ig a eres ae 
The usual custom is for the 
bank to send the draft by a 
messenger authorized to col- 
lect it. State National Bank 

Drawing a sight draft | “77ete™ 
is not a transaction because 
at the time the draft is 
drawn it is not known that 
the customer will honor it, 
hence no entry is required 


in a journal. A record of 


the draft is maintained through the stub. If desired, a notation may be 


Yours very truly, 
A. N. BRADFORD & CO. 











July 20, 19 « 


Gentlemen: 


Inclosed find sight draft for $269.75 drawn 
on Re Le Judson, your city. Please present this draft 
for collection and remit proceeds. 


Yours very truly, 
A. N. BRADFORD & CO. 
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made in the explanation column of the account with the customer showing 
the date and fact that a sight draft has been drawn. 


July 27. Received from the State National Bank, Morris- 
town, $269.15, proceeds of sight draft No. 69, $269.75. 


The collection notice is shown in the illustration at the left. The bank 
draft which accompanied this 
notice is not illustrated; it 
Se ls ae See 1s Sirvilar tn forma to tite bare 
NAME AND ADDRESS AMOUNT _| draft illustrated in a previous 
July 20| R. Le Judson, Morristown 269.15 chapter. The information in 
the notice is checked with the 
draft stub and “Honored 
July 24” written across the 
ben ge ee stub. Had the drawee dis- 
igh eae inka honored the sight draft, the 
OhL STEMS CREDITED sUsJECT TO FINAL PAYMENTS original sight draft would 
have been returned with a 
notice showing reason for the return. The information written on the draft 
stub would have been “‘Dishonored July 24.” 


STATE NATIONAL BANK 

















This transaction results in an increase in the asset cash $269.15, an in- 
crease in collection expense 60c, and a decrease in the accounts receivable 





$269.75. The general jour- July 27, 19 

nal entry at the right and === 

the cash book entry below Aide Crater ORR weber. 6) 269/15 

show the method of re- Re yadon eee Se 
cording this transaction. Collected draft No. 69. 


The No. 69 in the explana- 
tion of the general journal entry is the number on the stub of the sight draft; 
sight drafts are usually not recorded in the note register. 


CASH Receipts 


R. L. Judson | Proceeds of Draft No. 69 | 
- 
The check marks in the folio columns are to avoid double posting. When 
the entry in the general journal is posted, ‘‘Draft” is written in the explanation 


column of the account with R. L. Judson; this information shows it was neces- 
sary to collect by draft. 


27) ¥v 





py ae PS Pay 
July 269)15 | 

















| 








When there are a number of transactions similar to the one illustrated, an additional 
column may be provided on the receipt side of the cash book for collection expense in the 
same manner as the sales discount column as explained in a previous chapter. , 
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Exercise 103, Sight Drafts 
(ORAL OR WRITTEN) 


Lafayette 








5 122 








60 days S bo 











7) 

















1. The account in the illustration at the right appears on the ledger of 
Miller Bros., Den- Union Bank D. L. Barrp 
ver. (a) Is this a 
19 
customer or a cred- Mar. | 
itor? (b) When was 
the indebtedness due? (c) If collected by a sight draft drawn through the 
bank mentioned, state the names of the drawer, drawee, and payee. 

2. The date of a sight draft is July 10; face, $213.50; drawer, Hall Bros.; 
drawee, C. H. Wall & Co. On whose ledger will this account appear as (a) an 
accounts receivable? (b) an accounts payable? (c) If the draft is payable 
to “Ourselves” and collected by the City Bank, Dayton, how will it be indorsed? 

3. June 16. D. A. Watts received a bank draft for $113.50, collection 
of sight draft No. 32, $114.10. If this draft was drawn on G. L. Rayl, state 
the entry to record the transaction. 

4, “Your draft on C. H. Dale was dishonored when presented May 18 and 
is returned herewith.’ This is quoted from a letter received by Ball Bros. 
from the City Bank. (a) What entry will be made on the draft stub for this 
transaction? (b) What information should be written in: the explanation 
column of the account with the charge customer. 

5. “You may draw at sight through the Citizens Bank at which we do 
business for $86.50, balance past due, as requested in your letter of October 
11.”’ This quotation is from a letter written to you by G. W. Brewer, Clinton, 
a charge customer. State the information that will be contained in this draft 
on a form similar to the illustration on page 276. 

TIME DRAFTS 

Time Draft. A draft made payable a designated number of days after 
presentation or after date is referred to as a time draft. A time draft dated 
May 9, payable “‘At thirty days sight,” presented for acceptance May 11, 
if accepted, will mature June 10. A time draft dated October 5, payable 
“Thirty days after date’ and presented for acceptance October 9 will, if 
accepted, mature November 4. 

Time drafts are used when the customer will not honor a sight draft. 
When accepted, a time draft has the same effect as a note receivable received 
from the customer. An accepted time draft is the same as a non-interest- 
bearing note; time drafts do not bear interest. An accepted time draft is 
usually referred to as an acceptance. 

’ “We can not honor a sight draft, but are willing to accept 
a 30-day time draft.”” This quotation is from a letter re- 
ceived by J. W. Gay & Son at Canton from Horton & 
Peck, Fairfield, October 19. 


\ 
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The draft in the illustration below indicates the J. W. Gay & Son have 
drawn the draft as suggested by Horton & Peck. The draft is made payable 
to “Oursélves” which means that Horton & Peck will have to indorse the 
draft to the collecting bank. If this is the Citizens Bank, the indorsement will 
be “Pay to the order of Citizens Bank, For collection, J. W. Gay & Son.” 


Amount EVIE 








Ty 
xiB 
ik 
iy 
ts 


The draft illustrated below shows that the Citizens Bank through its 
agent in Fairfield has presented the draft for acceptance and Horton & Peck 
have honored it as stated in their letter. ‘Honored October 23” is written 
across the stub of the draft and the draft recorded in the journal and notes 
receivable register. 





Drawing a time draft is not a transaction. Receiving an accepted time 
draft is a transaction in which the asset notes receivable increases the amount 
of the draft and the asset accounts receivable decreases a corresponding amount. 


The entry in the illustration at the right shows the method of recording 
the transaction resulting from receiving the acceptance from the bank. The 
debit to the Notes Re- 
ceivable account records =. SS 
the increase in the asset 


_October 25, 19 





Notes Receivable......... 








notes receivable and the Horton & Peck......... | 221/88 
credit to the account with 60-day draft accepted 
October 23. | | 


Horton & Peck, the de- 
crease in the asset accounts receivable. 
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Trade Acceptance. A time draft drawn by the seller at the time of 
the sale for acceptance by the buyer when he receives the merchandise is 
referred to as a trade acceptance. The purpose of the trade acceptance is to 
provide the seller with written evidence of the sale in negotiable form at the 
time of the sale. The distinction between a time draft and trade acceptance 
is that the time draft provides written evidence of a past due account while . 
the trade acceptance provides written evidence of a sale at the time the sale 
was made. Accepted time drafts and accepted trade acceptances are the same 
in that neither is interest-bearing. 

The draft is usually made payable a designated number of days after 
sight. The trade acceptance is made payable a designated number of days 
after the date of the sale as shown by the invoice. 

May 10. Rice Brothers, Dallas sold R. L. Judd, Gainesville, merchan- 

dise per sales invoice No. 47, $527.50; terms, trade acceptance 60 days. 


The trade acceptance below was drawn and mailed to R. L. Judd with 
the sales invoice. The stub contains the same information as the trade accept- 
ance, hence provides a record of it. 


TRADE ACCEPTANCE 
A abbadl MA Bip hile 1D soe 


$F toon... 


Date AAA AQ nn 3 Fe cents at Attia acer snnePay to the order ot Custdelutdl, 
Favor of Aree T2204. 2 ee a Ze bd ~~~ Fe Dollars, CBRZ Fr rsssce) 


The obligation of the acceptor hereof arises out of the purchase of goods from the drawer. The drawee 
may accept this bill payable at any bank, banker or trust company in the United States which he may 
designate. 


LN es IFC NN he eps tha Deore pr etaT ff Peedi pete eta Kp 





PRYDE Ab acicrscher et cbcstskogtconcncst severe 








The accepted trade acceptance illustrated below shows that R. L. Judd 
bas complied with the terms of the sales invoice through accepting the trade 
acceptance. “‘Honored May 14” is written across the stub and the acceptance 
recorded in the general journal and notes receivable register. 


TRADE ACCEPTANCE 
Nos 2Ge sc _Abablaad, Mag Ll As —— 
To... Ad 


sees ssssssPay to the order ot. Crendelued 


On... \etAda Le eee ee 
ATE OF MATURITY) 


Gaaved beaadsed. Ziwrtardifndcrrtaal nd <n tea DoMars, ee Oe 


The obligation of the acceptor hereof arises out of the purchase of goods from the drawer. The drawee 


may accept this bill payable at-any bank, banker or trust company in the United States which he may 
designate, 


Accepted at-—nrntasnthin one 


Payable at... 


Pa ae 








Drawing a trade acceptance because of the terms of the sale is not 2! 
transaction. Receiving an accepted trade acceptance is a transaction in which 
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the asset notes receivable increases the face of the trade acceptance and the 
asset accounts receivable decreases a corresponding amount. 

The entry in the illustration at the left is to record the trade acceptance 
drawn on R. L. Judd and 
honored by him when re- 


Notes Receivable........... 527/50 ceived. The debit to the 
Re Judd je) ae eee, 527150 Notes Receivable account 
60-day trade acceptance. records the increase in the 


asset notes receivable and the credit to the account with R. L. Judd, the de- 
crease in the asset accounts receivable. 


May 15, 19 





If desired, the face value of each trade acceptance may be recorded in an account 
with the title ‘Trade Acceptances Receivable.” The usual plan is to regard accepted 
trade acceptances as notes receivable, hence record their value in the Notes Receivable 
account. 

Record of Drafts by the Drawee. To the drawer, a sight draft is a 
means for collection, hence no entry is made until cash is received for the 
draft. To the drawee, a sight draft is a request which he may honor or dis- 
honor as he may choose. If he honors the draft, the check issued in payment 
is recorded in the same manner as if the check had been sent direct to the 
creditor; if he dishonors the draft, no entry is required. 

When the drawee accepts a time draft or a trade acceptance, he has 
promised in writing to pay a definite amount at a stated time, hence has as- 
sumed the same obligation as if he had issued his note to the creditor. To 
the drawee, the acceptance of a time draft is a transaction in which the liabil- 
ity accounts payable decreases the face of the draft and the liability notes 
payable increases the same amount. The transaction is recorded in the general 
journal as a debit to the account with the creditor and a credit to the Notes 
Payable account. 


Exercise 104, Drafts and Trade Acceptances 
(ORAL OR WRITTEN) : 


1. “You may draw at 60 days for the merchandise shipped June 16.” 
This quotation is from a letter received June 20 by the Steadfast Jewelry Co., 
Ogden, from W. L. Hope, Camden, a charge customer. (a) State the drawer, 
drawee, and payee if the draft is drawn payable to “Ourselves”. (b) Will the 
drawer draw a time draft or a trade acceptance? (c) Give reason for your 
answer. 


2. R. S. New owes the Davis Trading Company, a local firm, $32.50 
which is past due. If Davis Trading Company allows an extension of thirty 
days’ time upon receipt of written evidence of the indebtedness, will Robert 
S. New execute a note or accept a draft? 


3. July 16. B. J. Watts & Son, Portland, sold J. H. Dunn, Marion, sale: 
No. 629, $182.65; terms, trade acceptance 60 days. (a) State the entry to 
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record this transaction in the sales journal. (b) State the information to be 
contained in the trade acceptance similar to the one illustrated on page 281 
assuming that the acceptance is made payable to “Ourselves.” 


4, July 20. B. J. Watts & Son received from J. H. Dunn the accepted 
trade acceptance referred to in the preceding question. (a) State the entry 
to record this transaction. (b) When will this trade acceptance mature? 
(c) How may the drawer collect this trade acceptance? 


5. “Will honor 380-draft for $150.00, balance past due, when presented 
as requested.” This quotation is from a letter received by you from G. H. 
Bell, Springfield, a charge customer. (a) Will you draw a time draft or trade 
‘acceptance? (b) Why? (c) What information will be contained in the draft 
if prepared on a form similar to the illustrations in this chapter? In what 
journal will the draft be recorded (d) when drawn? (e) when returned accepted? 


C. O. D. SALES 


Collect on Delivery Sales. When merchandise is sold with the under- 
standing that the customer is to pay for it when delivered, the terms are 
usually referred to as “‘C. O. D.’’, that is, collect on delivery. When delivery 
is to be made through the delivery service maintained by the seller, his agent, 
usually the truck driver, will collect for the merchandise when it is delivered. 
When delivery is to be made by express or parcel post, the express agent or 
postman will collect before delivering the goods and remit by money order. 
When delivery is to be made by freight, the railroad will hold the goods until 
the buyer presents the original copy of the order bill of lading. 


Method of Making a C. O. D. Freight Shipment. When the terms 
of a sale are “C. O. D.” and the shipment is to be made by freight, the seller 
follows the same process of shipment as if the terms were not C.O. D. An 
order bill of lading is used instead of a straight bill of lading and the package 
containing the merchandise is addressed to the seller at the address of the 
buyer with instructions to the railroad to notify the buyer. The original bill 
of lading and a sight draft for the amount of the invoice are sent to a bank 
with instructions to notify the buyer and collect the draft. 


When the original order bill of lading and sight draft are received by the 
collecting bank, it will notify the buyer. When the merchandise is received 
by the freight agent of the railroad at the freight station of the buyer, the 
freight agent will notify the buyer that the merchandise is available for de- 
livery. The buyer will call at the bank, pay the draft, secure the bill of lad- 
ing, present it to the freight agent and upon payment of the freight receive 
the merchandise. The bank will report the collection of the draft to the seller 
and send remittance for the amount collected less the charge for collecting. 
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The form of sight draft used for collecting a C. O. D. sale is the same as a 
sight draft used for collecting a past due account. The form of order bill of 
lading contains the same information as the illustration on page 263; space 
is provided on the back for an indorsement to transfer title to the buyer. The 
consignee may receive goods without presenting the original of a straight bill 
of lading, but he must present the original of an order bill of lading before 
receiving the goods. 


Method of Recording C. O. D. Sales. The retail merchant who main- 
tains his own delivery service will not record a C. O. D. sale until his driver 
collects the money. When the money is received from the driver, the sale is 
recorded as a cash sale. When delivery is made by freight, express, or mail, 
the sale is usually recorded as a debit to the account with the customer or to 
an account with the title C. O. D. Shipments. When collection has been made 
and cash received from the collecting agent, the account which was debited 
at the time of the sale is credited for the amount of the sale. Collection charges ~ 
for C. O. D. shipments are recorded in the same manner as collection charges 
for a note or draft. 


When a charge customer does not maintain his credit rating and it is 
necessary to ship C. O. D., the usual plan is to debit his account for each 
C. O. D. sale and credit his account when the cash is received. If the sale is 
made to one who is not a regular customer, the usual plan is to debit an ac- 
count with C. O. D. Shipments for the amount of the sale and credit this ac- 
count for the cash when received from the transportation company. If many 
orders are shipped C. O. D., separate accounts may be kept with freight, 
express and parcel post shipments. If this is done, the title of the account 
debited for the sale may be “C. O. D.” and the name of the railroad company, 
the name of the express company, or Post Office. 


Method of Recording C. O. D. Purchases. When merchandise is 
shipped by freight C. O. D., the buyer knows from the terms, of the purchase 
invoice that it will be necessary to pay a sight draft for the amount of the in- 
voice before he can secure the original bill of lading. The usual custom is to 
record the purchase in the purchases journal when the purchase invoice is 
received in the same manner as other purchases. When the purchases journal 
entry is posted, the amount of the purchase invoice will appear on the credit 
side of the account with the creditor and “C. O. D.” will be written in the 
explanation column. 


When the draft is presented by the bank, the purchaser will issue a check 
in payment and receive the receipted draft and original order bill of lading. 
The check will be recorded as a debit to the account with the creditor. When 
the entry on the payments side of the cash book is posted, the account with 
the creditor will be in balance. - 


When the merchandise arrives at the freight station, the buyer can secure 
it upon presentation of the bill of lading and payment of the freight. The 
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check issued in payment for the freight will be a debit to Freight In the same 
as freight on other purchases. 

If desired, the buyer can hold the purchase invoice for record until the 
draft is presented for payment, in which case the check will be recorded as a 
debit to the Purchases account. 


Exercise 105, Drafts and C. O. D. Sales 
_ (ORAL OR WRITTEN) 


1. “Ship one No. 12 motor by C. & S. freight C. O. D. $150.00, price 
quoted.” This quotation is from a telegram received April 5 by the Watson 
Electric Company from G. L. Shaw. (a) What information will be recorded 
in the sales journal? (b) What form of bill of lading will be used? (¢) What 
will be attached to the bill of lading? (d) To which copy of the bill of lading 
will it be attached? (e) How will G. L. Shaw secure the motor? 

2. May 10. Mrs. C. A. Burns called at the Standard Department Store, 
_ selected a coat and instructed the clerk to have it delivered to her home C. O. D. 
for $45.00, the selling price. The coat was delivered May 11 to Mrs. Burns 
by the truck driver and $45.00 collected from her by him. (a) On what date 
was this sale recorded? (b) How was it recorded? 

8. “Inclosed find check for $15.00 in part payment for one of your No. 10 
bookcases advertised to sell for $35.00. Send by American Express C. O. D. 
for the balance.” This quotation is from a letter received by the Stall Fur- 
niture Co., Clarksburg, and signed by G. W. Fells, whose name does not 
_appear on the ledger of this firm. What accounts are debited and credited 
(a) to record the sale? (b) to record the cash received? (c) to record the 
money order for $20.00 received from the express company. 

4. “Ship C. O. D. 1 doz. No. 10 saws at $21.50, price quoted.” This order 
was received from Fred Brater, charge customer whose account is past due. 
State the entry to record this sale in the sales journal. 

5. “Inclosed find P. O. money order for $10.00 as part payment for the 
shoes on which you quoted a delivered price of $18.50. Ship by parcel post 
GC. O. D. for the balance.” State the entry to record this sale in the sales journal 
and the cash in the cash book. 


Exercise 106, Sight and Time Drafts 


Assume that you are bookkeeper for a local firm and are required to re- 
cord the following transactions in the general journal. 
‘1. October 14. Received from James Duncan a sixty-day trade acceptance 
for $116.85 which he accepted October 18 as per terms of the sale. 
2. September 4. Drew a sight draft on J. B. Munson of Clarksdale for $86.27 
and sent it to the Farmers National Bank for collection. September 
9. Received a check from the Farmers National Bank for $85.97, pro- 
ceeds of the draft. 
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3. May 15. Received permission from E. L. Simpson, a charge customer, to 


draw at 30 days sight for $209.28, balance due on account. Drew the 
draft and sent it to the Valley Bank for presentation and acceptance. 
May 20. Received from the Valley Bank the draft accepted May 19. 


. November 12. Gave the Union Manufacturing Company permission to 


draw at sight for $181.65 balance due. Honored the draft upon pre- 
sentation, November 18. 


. July 29. Honored a sixty-day trade acceptance for $318.72 drawn by Fow- 


ler & Waite per terms of purchase invoice received today and recorded 
in the purchase journal. 


. December 6. Honored a sight draft Fas by D. H. Ring and Son for 


$36.78 in full of account $38.00 less credit for merchandise returned. 


Exercise 107, Drafts and C. O. D. Shipments 


Record each of the following transactions in the required journal or journals. 


. O. R. Moore, a charge customer, dishonored a sight draft. May 6. Re- 


ceived a check from him for $29.42 and returned merchandise, value 
$3.13. 


. October 28. Received from the Merchants Bank a bank draft for $299.75 


in payment of a thirty-day trade acceptance for $300.00 collected by 
the bank at maturity. 


. March 26. Sold L. X. Singer, merchandise per sales invoice No. 621, 


$518.40, terms trade acceptance 90 days. The accepted trade ac- 
ceptance was received April 1. 


. August 4. Honored a thirty-day draft for $118.55 drawn by B. A. Daniels 


in full of account. 


. June 16. Sold Jones Construction Company 10,000 feet of lumber at 


$32.50 per thousand, terms C. O. D. shipper by freight. June 18. 
Received check from the bank for the proceeds of the draft; collection 
charges, 14 of 1%. (a) Record in the appropriate journal the transac- 
tion of June 16. (b) Record in the appropriate qurnals the transaction 
of June 18. aT dg 


ans 


. May 9. W. H. Parker received a purchase invoice from Roberts Bros. 


for merchandise purchased, terms, C. O. D., $118.65. May 11. W. H. 
Parker gave the bank messenger check for the sight draft drawn be- 
cause of this purchase. May 16. Gave the railroad company check for 
$5.27 to pay the freight on the merchandise shipped by Roberts Bros. 
Record the transactions completed by W. H. Parker. 

3.424 130k 9 ts w= 

mac Abs aan pele tara 


he "4 Ne then 5 


ad 


CHAPTER XXIV ’ 
THE DISCOUNT AND TRANSFER OF NOTES RECEIVABLE 


The method of recording notes receivable when received at face value 
and collected at maturity has been discussed and illustrated in preceding 
chapters. The discussion and illustrations in this chapter relate to the method 
of recording transactions (a) in which a note is received at more or less than 
its face value, (b) in which cash is received for a note receivable before ma- 
turity and (c) in which a note receivable is transferred before maturity. 


Note Receivable. A note or acceptance (accepted time draft or accepted 
trade acceptance) owned by the business is known as a note receivable. A 
note or accepted time draft is usually the result of an extension of time granted 
to a charge customer. A. trade acceptance is the result of a sale to a charge 
customer in. which the terms of the sale require the acceptance of a trade 
acceptance. A note may be made payable to the business or may be trans- 
ferred to it by indorsement. An acceptance may be made payable to the 
business or to the bank which is to collect it. A note may be interest-bearing 
or non-interest-bearing; an acceptance is non-interest-bearing. 


Values of a Note Receivable. Each note receivable has three values, 
(a) face value, (b) present value and (c) maturity value. The face value is 
the amount stated in the note or acceptance. The maturity value is the 
amount to be collected at maturity. 


Present Value. The asset value at which a note receivable is received 
at any time prior to maturity is usually referred to as its present value. The 
present value of a non-interest-bearing note receivable will usually be less than 
the face value. The present value of an interest-bearing note receivable may 
be the face value or more or less than the face value. 

The present value of a note receivable is usually given consideration 
only when the note is received at a time subsequent to its date or when it 
is discounted at the bank. The present value of a note receivable is not re- 
corded in the Notes Receivable account. The Notes Receivable account is 
debited for the face of each note when the note is received and credited for 
the face of each note when transferred, discounted or collected. 

The present value of a note is the maturity value less interest at the agreed rate from 
the date on which it is desired to ascertain the present value to maturity. If any other 
method is used to ascertain the asset value of a note at the time it is transferred, it is be- 
cause of agreement, and it is usually referred to as the agreed value. 

Note Received at Less Than Face Value. When a non-interest-bearing 
note is transferred to the business, this transfer is usually on a date subsequent 
to the date of the note. The asset value of the note, that is, the value at which 
it is received is the present value, face of the note less the legal rate of interest 
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® : 
(usually 6%) from the date of the transfer to the maturity of the note. The 
difference between the face of the note and the credit to the account of the 
charge customer from whom a note is received is referred to as the discount. 


May 11. Duncan Bros. received from A. B. Allen note No. 
93 for $600.00. Allowed credit for the present value, 
$592.20, which is the face value less $7.80, 6% interest to 
maturity. 
This transaction results in an increase in the asset notes receivable $600.00, 
a decrease in the asset accounts receivable $592.20 and an increase in the 
income $7.80. The entry 


in the illustration at the May 11, 19 
right shows the method ~~ | | Geel iclie are tke | 
. : otes ECCEYV ALC sien ictal on ites is 
of recording this transac- Interest Income........... | 7/80 
tion in the general jour- ae ee 592/20 
: : eceived note Oo. 
nal. The details of this dace (8000.00) aa present 
note are recorded in the value, $592.20. 


note register on page 289. 


Note Received at More Than Face Value. When an interest-bearing 
note is transferred to the business by indorsement, it is customary to allow 
the customer credit for the face of the note plus the accrued interest to date. 
A transaction of this nature increases and decreases the assets the same 
amount. 


May 12. Duncan Bros..received from A. L. Cooley, a charge 
customer, note No. 94, face value, $800.00. Allowed credit 
for $301.50, agreed value of the note. 


This transaction results in an increase in the asset notes receivable $300.00, 
an increase in the asset accrued interest $1.50, and a decrease in the asset 
accounts receivable 


$301.50. Theentry to re- SS eee eee 12,19 

cord this transactions in | |... foe i. SR aa 
the illustration at the right. Actthod Inteceston Manet 

The Notes Receivable ac- A. te ee 2 5 Ree ome 301/50 
count is debited for $300.00 tace $300.00, at No. 

to record the increase in the value, $301.50. 


asset notes receivable, the Accrued Interest on Notes Receivable sanaae is 
debited for $1.50 to record the increase in the asset accrued interest, and the 
account with A. L. Cooley is credited for $301.50 to record the decrease in 
the asset accounts receivable. 


When the note and interest are collected at maturity, the transaction 
results in an increase in the asset cash $303.00, a decrease in the asset notes 
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receivable $300.00, a decrease in the asset accrued interest on notes receivable 
$1.50, and an increase in the interest income $1.50. When the required entry 
is made and posted, the Accrued Interest on Notes Receivable account will 
be in balance, and the Interest Income account will show a credit balance of 
$1.50, the amount-of interest earned by Duncan Bros. 


If desired, the interest accrued at the time the note is received may be 
recorded as a debit to the Interest Income account, and this account credited 
for the total interest collected at the maturity of the note. The final results 
are the same. Thus in the case illustrated, if the Interest Income account is 
debited for $1.50 at the time the note is received and credited for $3.00 at the 
time the note is collected, the credit balance will be $1.50, which is the same 
as in the method outlined in the preceding paragraph. 


The Notes Receivable Register in the illustration below contains a 
record of the notes and acceptances received by Duncan Bros. in April and 
May. No. 90 has been collected as indicated by the statement in the remarks 
column. Nos. 93 and 94 are the notes mentioned in the transactions of May 
11 and 12 on page 288. Nos. 89, 91 and 92 are referred to in subsequent para- 
graphs. The information in the remarks column is recorded at the time the 
note is collected, discounted or transferred. : 


NOTES RECEIVABLE ee 
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Exercise 108, Notes Receivable 
(ORAL OR WRITTEN) 








Ls May 5. Olds Bros. allowed Charles Durr, a charge customer, credit 
for $396.50 present value of a non-interest-bearing note receivable, face $400.00. 
What entry is required to record this transaction? 


2. June 12. O. H. Pease & Son received from Charles Brink, a charge 
customer, a 60-day 6% interest-bearing note receivable dated May 13, face 
$400.00. Allowed credit for the agreed value $402.00. What entry is re- 
quired to record this transaction if the interest is recorded in an account 


with Accrued Interest? 


3. March 27. A. R. Roberts & Co. received from D. A. Allen, a charge 
customer, a 60-day non-interest-bearing note receivable dated March 7, face 
$350.00. Allowed credit for the present value $347.67, rate of interest 6%. 
What entry is required to record this transaction? 
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4. The note in the illustration at the right was received October 9 by 
Mann & Son from Walter Jones, a charge customer, to apply on account. (a) 
What infor- 
mation was 
shown in 
the indorse- 


ment? (b) 
How much 
credit will 


Jones re- |] Me he 
ceive’ ty: iit A fect — Gar Deene _tA.kiMiated” ___ 


credit is al- 
lowed for 
the face plus interest accrued to October 9? (c) How will the entry be recorded 
by Mann & Son if interest is debited to an account with Interest Income? 
(d) What entry will be made when cash is received at maturity? 

5. October 12. James Daws received from George Dover, a charge cus- 
tomer a 60-day 6% interest-bearing note dated September 29, face $800.00. 
Allowed credit for the face plus accrued interest. What entry in the general 
journal is required to record this transaction? 

6. November 9. O. Jung received from D. A. Mills, a charge customer, 
a 60-day non-interest-bearing note, dated October 16, face value $800.00. 
Allowed credit for the present value, interest 6%. What entry is required 
to record this transaction? 


DISCOUNTING NOTES 


Discounting a Note. Borrowing money from the bank is usually re- 
ferred to as discounting a note. When the borrower executes his own note as 
evidence of a loan, it is referred to as discounting a note payable and when 
he transfers to the bank a note receivable, discownting a note receivable. The 
time of a loan in which a note payable is discounted is the time stated in the 
note. The time of a loan in which a note receivable is discounted is the time 
between the date of the loan and the maturity of the note. 

The amount of the loan when a note payable is discounted is the face 
of the note. The amount of the loan when a note receivable is discounted is 
the maturity value of the note; that is, the face if the note is non-interest 
bearing, or the face plus the interest to maturity if the note is interest-bearing. 
The bank collects interest on the amount of the loan. The borrower receives 
cash or credit for the proceeds of the loan which is the amount of the loan less 
the interest charged by the bank. 





Discounting a Non-Interest-Bearing Note Receivable. When the 
holder of a note receivable wishes to receive the cash before maturity, he 
discounts the note at a bank. The proceeds of the loan resulting from dis- 
counting a non-interest-bearing note receivable is the face of the note less 
interest at the agreed rate from the date of discount to maturity of the note. 
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The borrower usually receives credit in his account for the proceeds; the 
amount is always less than the face of the note. 


May 12. Duncan Bros. discounted note receivable No. 91 
(page 289) at the Merchants National Bank, rate of dis- 
count 8%; received credit for $272.99. 


This transaction results in an increase in the asset cash $272.99, a de- 
crease in the asset notes receivable $275.50, and an increase in the interest 
expense $2.51. The gen- 
eral journal entry at the May 12, 19 
right and the cash book 
entry below show the 





Interest Expense............. 





method of recording this Notes Receivable.......... 275150 
transaction. The Cash ac- be iscounted Acceptance | | 


count is debited to record 
the increase in assets, the Interest Expense account debited to record the 
increase in expense, and the Notes Receivable account credited to record the 
decrease in assets. 

CasH Receipts 





Notes Receivable Proceeds of Acceptance #91 272 





19 
May | 12/' ¥ 





2 











The entry in the cash book is necessary because all cash receipts are 
entered in this book. The check marks in the folio columns are to avoid 
double posting. 

When the cash book and general journal entries are posted, the Notes 
Receivable account will be credited for the face of the note and the Interest 
Expense account debited for the interest; the debit to the Cash account will 
be through posting the total receipts at the end of the month. 

When transactions of the nature described and illustrated in the preceding 
paragraph occur frequently, a column for Interest Expense may be provided 
on the receipts side of the cash book in the same manner as the Sales Discount 
column illustrated in a previous chapter. This special column for Interest 
Expense permits recording the transaction in the cash book only. 


Discounting an Interest-Bearing Notes Receivable. When an 
interest-bearing note is discounted, the borrower will receive cash for the 
present value of the note which is the maturity value less interest at the agreed 
rate for the time of the loan. The borrower may receive more or less cash 
than the face of the note. When less cash is received than the face of the note, 
the increase in expense is the difference between the face of the note and the 
proceeds. When more cash is received than the face of the note, the increase 
in the income is the difference between the face of the note and the proceeds. 

May 12. Duncan Bros. discounted note No. 92 (page 289) at 
the Merchants National Bank, rate of discount 8%; 
received credit for the proceeds, $448.74, 
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This transaction results in an increase in the asset cash $448.74, a decrease 
in the asset notes receivable $450.00, and an increase in the expenses $1.26. 








The general journal entry May 12, 19 
at the right and the cash —=——— 
book entry below show the 44874 
c . Interest Expense............. 1\26 
method of recording this Notes Ren ae en. See 450 — 


transaction. The Cash Discounted note No. 92. 

account is debited to re- 

cord the increase in the assets, the Interest Expense account debited to record 
the increase in expense, and the Notes Receivable account credited to record 
the decrease in the assets. 


CASH Receipts 


74 | | 
The cash book entry is necessary because all cash receipts are entered in 
this book. The check marks in the folio columns are to avoid double posting. 


May 








12 ¥ | Notes Receivable Proceeds of Note #92 | 448 





May 19. Duncan Bros. discounted note No. 89 (page 289) 
at the Merchants National Bank rate of discount 8%. 
Received credit for the proceeds, $323.36. 


This transaction results in an increase in the asset cash $323.36, a de- 
crease in the asset notes receivable $321.80, and an increase in the interest 
income $1.56. This transaction recorded in the cash book is: 


CasH Receipts 


fs A re SE ea eee LR Past 
19 
May | 19 Notes Receivable Discounted note #89 321/80 

19 Interest Income Interest on note #89 1/56 


Transferring a Note Receivable to a Creditor. When additional 
time is required for the payment of an obligation, the business may secure 
this time through issuing its own note payable or transferring a note receiv- 
able. The usual plan is to secure the time by issuing a note payable but it is 
possible to secure it through transferring a note receivable. 











May 21. Duncan Brothers transferred Note No. 98 (see page 
289) to Archer N. Clyde, a creditor, as part payment on a 
past due account; received credit for $593.20, its present 
value, interest rate 6%. 


This transaction results in a decrease in the asset notes receivable $600.00, 
a decrease in the liability accounts payable $593.20 and a decrease in pro- 
prietorship of $6.80 because of the interest, The method of recording this 
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transaction is shown in the illustration at the left. The account with the cred- 
itor is debited to record 

¢ May 21, 19 the decrease in liabilities. 

— = the Interest Expense ac- 





Archer NeClydes 00.00) 222. =| 593120 || 


Interest Expense............. 6/80 count 5 debited we EY 

a Recewablev-. 4.0... 600, the increase in interest 
ransferred note No. 93, 

face $600.00, to apply on CADE DENS and the Notes 

account, $593.20, less in- Receivable account is cred- 

terest, $6.80. ited to record the de- 


crease in assets. 


Transfer of an Interest-bearing Note. When an interest-bearing 
note is transferred to a creditor and credit is allowed for the face and accrued 
interest, the usual plan is to debit the creditor with the face of the note and 
accrued interest and credit Notes Receivable for the face of the note and 
Interest Earned for the accrued interest. Thus, if an interest-bearing note 
for $1,000.00 is transferred and credit is allowed for $1,010.00, the transaction 
results in a decrease in the asset notes receivable $1,000.00, a decrease in the 
liability accounts payable $1,010.00, and an increase in interest income $10.00. 


Contingent Liabilities. When the title of a note receivable is trans- 
ferred through indorsement, the indorser guarantees payment at maturity if 
the maker does not pay it. The liability because of a guarantee through in- 
dorsement is referred to as a contingent liability. 

If desired, this contingent liability may be recorded in an account with 
Notes Receivable Discounted at the time the title of a note receivable is trans- 
ferred by indorsement. This allows the face value of the note to remain in 
the Notes Receivable account until the note is collected. When the ‘note is 
collected, the Notes Receivable Discounted account is debited and the Notes 
Receivable account credited for the face of the note; this entry is made in 
the general journal. ; 


July 2. Hope & Bear received credit at the First National 
Bank for $492.50, proceeds of note receivable No. 71; face, 
$500.00; discount, $7.50. 


This transaction results in an increase in the asset cash $492.50, a de- 
crease in the asset notes receivable $500.00, and an increase in the interest 
expense $7.50. It also re- 
sults in a liability on the 
part of Hope & Bear for 


July 2,19 








492) 50 
$500.00 because of the Interest Expense............. 7\50 
Doe Notes Rec. Discounted..... 500} — 
firm’s indorsement on the Meat ote Mee 71. 
note. The general journal face $500.00, proceeds 
entry at the right and the $492.50, 


cash book entry at the top of page 294, show the method of recording this 
transaction so as to record the liability. 
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CASH Recei ipts 


oe a 


Assuming that note A a No. 71 Fras September 12 and there 
September 13, 192 is no notice of protest from 
——— > = the bank, the entry in the 





2 y | Notes Receivable Discounted | Proceeds of note No. cal 

















Nae Feehan Deouttad, 500 | illustration at the left 

otes Receivable........ : 

To cancel contingent liability will be made September 
on note receivable No. 71. 18. This entry removes 

the face of the note from the Notes Receivable account and removes the con- 


tingent liability from the ledger. 


500 








Contingent Liability on the Balance Sheet. When the contingent 
liability is recorded as a credit to the Notes Receivable Discounted account, 
it will be shown on the Balance Sheet as a deduction from the balance of the 
Notes Receivable account. This is necessary because the asset value of the 
notes receivable is not the balance of the Notes Receivable account but the 
difference between the bal- Notes Receivable............... 8 125 f= ] 
ance of the Notes Receiv- Less Notes Rec. Discounted... . 500/— al 7 sol 
able account and the bal- 
ance of the Notes Receivable Discounted account. The usual plan is to show 
the contingent liability as in the illustration at the right. 


Exercise 109, Discounting and Transferring Notes Receivable 
(ORAL OR WRITTEN) 


1. Received credit at the bank for $298.00 proceeds of note No. 35, face 
$300.00. (a) How does this transaction affect the assets and expense? (b) 
How is it recorded? 


2. Received credit at the bank for $505.00, proceeds of note No. 60, 
face $500.00. (a) How does this transaction affect the assets and income? 
(b) How is it recorded? 


3. Gave A. N. Ball check for $108.50 and note receivable No. 75, face 
value $225.00 (present value, $221.50), in full of account $330.00. (a) How 
does this transaction affect assets, liabilities and expense? (b) How is it 
recorded? 


4. Sold J. B. Meis merchandise, $600.00; terms, trade acceptance 90 
days. When the trade acceptance was accepted, discounted it at the bank 
and received credit for proceeds, less 8%, $588.00. How will each of these 
three transactions be recorded? 


5. Received credit at the bank for $202.50, proceeds of note receivable 
No. 87, face $200.00. (a) How will this transaction be recorded so as to show 
the contingent liability? (b) How will the contingent liability be removed 
if the note is honored at maturity? 
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Exercise 110, Discount and Transfer of Notes Receivable 


Record each of the following transactions in the appropriate journals. 


1. We owe J. B. Coulter & Co. $1,450.00. Made settlement as follows: 
‘check for $94.00; our note (note payable No. 61), face $600.00; and note 
receivable No. 96, face $750.00, agreed value $756.00. 

2. J. L. Doll owes you $247.16. May 1. Received from him 60-day 6% 
interest-bearing note dated April 6, face of note $200.00, and check in full 
of account. Allowed credit for the face of the note and accrued interest. 

3. Your non-interest-bearing note for $1,000.00 is due at the bank today, 
June 16. Gave the bank your 90-day 6% interest-bearing note for $500.00, a 
non-interest-bearing 90-day note receivable dated April 4, face value $460.00 
(less 6%) and check in payment for the $1,000.00 note. 

4, Your note for $800.00 in favor of Still Bros. is due today, October 4. 
You settle this note by giving Still Bros. a check for $300.00 and your two 6% 
interest-bearing notes for $250.00 each, due in 30 and 60 days respectively. 

5. You owe W. O. Robb on account, $627.65. This is due today, October 
5. You settle this by transferring to him a 90-day 6% interest-bearing note 
dated September 5, face $300.00, plus interest accrued to date, your 60- day 
interest-bearing note dated today for $127.65 and your check for the balance. 
Make the entry for yourself and for W. O. Robb. 


Exercise 111, Discount and Transfer of Notes Receivable 


Hodge & Long operate on an annual fiscal period basis. The debit bal- 
ance of the Notes Receivable account, July 1, was $3,493.33. The notes on ~ 
hand at that time are shown in detail in the notes receivable register below. 


NOTES RECEIVABLE REGISTER 
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The following transactions were completed during July. Record them in 
the appropriate journal or journals. 
9. Discounted note No. 72; rate of discount, 8%. 
12. Discounted acceptance No. 73; rate of discount, 8%. 
15. Transferred acceptance No. 77 to the Kline Mfg. Company, to apply on 
account. Received credit for the present value, rate of interest 6%. 
18. Discounted note No. 75; rate of discount, 8%. 
22. Received 60-day 6% interest-bearing note dated July 21 for $200.00 and 
check from A. C. Upton for note No. 78. 


CHAPTER XXV 
CONTROLLING ACCOUNTS 


Vv 


A controlling account is an account in the general ledger which shows 
in summary form the same information contained in a number of accounts in 
a separate ledger. The discussion in this chapter relates to the Accounts 
Receivable account and the Accounts Payable account as controlling accounts. 


Accounts Receivable Control. The sale of merchandise or service for 
credit requires an account with each charge customer. When the accounts 
with charge customers are numerous, a more efficient method of recording the 
transactions is effected through the use of one account which shows in summary 
form the transactions completed with all charge customers. The use of the 
summary account referred to in the preceding sentence is known as an accounts 
receivable control, and the summary account as the Accounts Receivable con- 
trolling account. 

The accounts receivable control provides (1) a saving of time in the prep- 
aration of the Trial Balance, (2) a more efficient means of locating errors when 
the Trial Balance does not balance, and (8) a division of the work with a 
means of proof when more than one bookkeeper is required to record the 
transactions. ‘The saving of time in the preparation of the Trial Balance is 
effected through the omission from the Trial Balance of the various accounts 
with charge customers with one controlling account providing the needed 
information. When the Trial Balance does not balance, the error can be de- 
tected without checking the entries in the accounts with the various charge 
customers. If two or more bookkeepers are required to record the transactions 
one may record the transactions with charge customers and know from the bal- 
ance of the controlling account that the records are correct. * 

To maintain an accounts receivable control, an account is kept with 
each charge customer usually in a separate ledger, known as the accounts 
recewable ledger and referred to as a subsidiary ledger. The ledger which.con- 
tains all the accounts except those with charge customers and contains a 
summary of these in one account is referred to as the general ledger. The title 
of each account in the accounts receivable ledger is the name and address 
of the charge customer. The title of the summary or control account in the 
general ledger is Accounts Receivable. 


Recording Transactions for Accounts Receivable Control. Each 
sale on credit is recorded in the sales journal and the amount is posted to the 
debit of the account with the customer in the accounts receivable ledger. 
At the end of the month, the Sales account in the general ledger is credited 
for the total sales and the Accounts Receivable account in the general ledger 
is debited for the same amount. 


296 
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A column is provided on the receipts side of the cash book for “Accounts 
Receivable Cr.’’ When cash is received from a charge customer, the amount 
is entered in this column and posted to the credit of the account with the 
customer in the accounts receivable ledger. At the end of the month, the 
Accounts Receivable account in the general ledger is credited with the total 
of the “Accounts Receivable” column. Transactions involving cash discount 
-are recorded in the same manner as when the Accounts Receivable control 
account is not maintained. 


A column is provided in the general journal for “Accounts Receivable 
Cr.”’ When a charge customer is to receive credit for the value of an asset 
other than cash, the amount is entered in this column and posted to the credit 
of the account with the charge customer in the accounts receivable ledger. 
At the end of the month, the Accounts Receivable account in the general 
ledger is credited with the total of the ““Accounts Receivable’ column. 


Trial Balanee. When an accounts receivable control is maintained, the 
Trial Balance is prepared from the general ledger without reference to the 
accounts in the accounts receivable ledger. When the Trial Balance from the 
general ledger is in balance, the account balances in the accounts receivable 
ledger are proved by comparing the total of all debit balances, less any credit 
balances, with the balance of the Accounts Receivable account. A list of the 
open accounts in the accounts receivable ledger is referred to as an abstract 
of the accounts receivable ledger. 


When the Trial Balance from the general ledger does not balance, the 
error is detected through auditing the entries in the general ledger. When 
the total of the abstract of the accounts receivable ledger does not agree with 
the balance of the Accounts Receivable account in the general ledger, the 
error is detected through auditing the entries in the accounts receivable ledger. 


Exercise 112, Accounts Receivable Control ‘ 
(ORAL OR WRITTEN) ¥ 


1. The ledger of the R. L. Childs Company contains eight hundred open 
accounts, seven hundred fifty of which are with charge customers. With an 
accounts receivable control, how many accounts would be (a) in the general 
ledger? (b) in the accounts receivable ledger? 


2. The account in the illustration at the left contains a record in sum- 
mary form of all the transactions with charge customers. From what journal 
Aas, ee a was (a) the debit amount 

: posted? (b) the first 
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second credit amount? (d) 


Which journals contain special columns? (e) What is the title of each column? 
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3. A Trial Balance prepared from the general ledger is out of balance 
$1.20, and it is necessary to check the posting in order to detect the error. 
(a) From which journals will the posting be checked? (b) What facts recorded 
in each journal will be checked? 

4, The balance of the Accounts Receivable account in the general ledger 
is $21,254.75; the sum of the balances of the accounts in the accounts receiv- 
able ledger is $21,256.25. If the general ledger Trial Balance balances, what 
journals and columns will be audited to detect this error? 

5. Will an error of $10.00 in the addition of the sales journal affect the 
general ledger Trial Balance or the abstract of the accounts receivable ledger? 

6. The balance of the Accounts Receivable Control account is $12,418.35 
and the abstract of the accounts receivable ledger is $12,420.85. The error 
resulted from the failure to list on the abstract of the accounts receivable 
ledger an account with a charge customer. (a) What was the balance of this 
account? (b) Was it a debit or a credit? 


ACCOUNTS PAYABLE CONTROL 


Accounts Payable Control. The purchase of merchandise or service for 
credit requires an account with each creditor. When the accounts with creditors 
are numerous, a more efficient method of recording the transactions is effected 
through the use of one account which shows in summary form the transactions 
completed with all creditors. 

The use of the summary account referred to in the preceding paragraph 
is known as an accounts payable control, and the summary account as the 
Accounts Payable controlling account. The subsidiary ledger in which the 
accounts with creditors are kept is referred to as the accounts payable ledger; 
this is usually a separate ledger. 

The accounts payable control provides (1) a saving of time in the prepa- 
ration of the Trial Balance, (2) a more efficient means of locating errors when 
the Trial Balance does not balance, and (8) a division of the work with a means 
of proof when more than one bookkeeper is required to record the transactions. 


Recording Transactions for Accounts Payable Control. Each pur- 
chase on credit is recorded in the purchases journal and the amount posted 
_ to the credit of the account with the creditor in the accounts payable ledger. 

At the end of the month, the Purchases account in the general ledger is debited 
for the total purchases and the Accounts Payable account in the general ledger 
credited for the same amount. 

A column is provided on the payments side of the cash book for “‘Ac- 
counts Payable Dr.”’ When cash is paid to a creditor, the amount is entered 
in this column and posted to the debit of the account with the creditor in the 
accounts payable ledger. At the end of the month, the Accounts Payable 
account in the general ledger is debited with the total of the “Accounts Pay- 
able’ column. Transactions involving cash discount are recorded in the same 
manner as when the control account is not maintained. 
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A column is provided in the general journal for ‘““Accounts Payable Dr.” 
When a creditor allows credit for the value of an asset other than cash, the 
amount is entered in this column and posted to the debit of the account with 
the creditor in the accounts payable ledger. At the end of the month, the 
, Accounts Payable account in the general ledger is debited with the total of 
the “‘Accounts Payable” column. 


Trial Balance. When an accounts payable control is maintained, a 
Trial Balance may be prepared from the general ledger without reference to 
the accounts in the accounts payable ledger. When the Trial Balance from 
the general ledger is in balance, the accounts in the accounts payable ledger 
are proved to be correct by comparing the total balances with the balance of 
the Accounts Payable account in the general ledger. A list of the open ac- 
counts in the accounts payable ledger is referred to as an abstract of the accounts 
payable ledger. 

When the Trial Balance prepared from the general ledger does not bal- 
ance, the error is detected through auditing the entries in the general ledger. 
When the total of the abstract of the accounts payable ledger does not agree 
with the balance of the Accounts Payable account in the general ledger, the 
error is detected through auditing the entries in the accounts payable ledger. 


Other Control Accounts. The purpose of all accounting is to provide 
information in the most efficient manner and to provide a check on the work 
of each bookkeeper when more than one bookkeeper is required to record the 
transactions. Thus, if a branch store is maintained, a bookkeeper at the 
branch store may record all the transactions completed by it, and the check 
on his books is provided through a control account with the branch in the 
general ledger of the main store. When a control account is maintained in 
the general ledger, it is customery to provide separate subsidiary ledgers in 
which to record the accounts controlled by each account in the general ledger. 


Exercise 113, Accounts Receivable and Payable Control 
(ORAL OR WRITTEN) 


1. The ledger of Carol Bros. contains twelve hundred accounts, eight 
hundred of which are with charge customers and three hundred forty with 
creditors. (a) How many accounts will the general ledger contain with an 
accounts receivable and accounts payable control? (b) How many accounts 
will each of the subsidiary ledgers contain? (c) What will be the title of each 
of the subsidiary ledgers? 

2. Through error, the bookkeeper failed to post a purchase return of 
$9.50 recorded in the general journal. What effect will this have (a) on the 
creditor’s account? (b) on the Accounts Payable control account? 

3. The account in the illustration at the top of page 300 contains a record 
in summary form of all the transactions with creditors. From what journal was 
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(a) the credit amount posted? (b) the first debit amount, assuming that it is the 
sum of the cash paid cred- 

itors? (c) the second debit 
amount? (d) Which jour- May 
nals contain special col- 
umns? (e) What is the 

title of each of these columns? 

4, A Trial Balance prepared from the general ledger is out of balance $2.40 
and it is necessary to check the posting in order to detect the error. (a) From 
which journals will the posting be checked? (b) What facts recorded in each 
journal will be checked. 

5. The balance of the Accounts Payable account in the general ledger 
is $18,550.00 and'the total of the accounts payable abstract is $18,540.00. 
The error when detected was found to have been made in listing the balance 
of an account with a creditor. How much was this account balance under 
or over stated on the abstract? 

6. The Royal Mercantile Company requires the services of three book- 
keepers, referred to as general bookkeeper, accounts receivable bookkeeper, 
and accounts payable bookkeeper. (a) How will the accounts receivable 
bookkeeper know that the accounts receivable abstract which he prepares 
at the close of each month is correct? (b) How will the accounts payable 
bookkeeper know that his abstract is correct? (c) Whose ledger will be affected 
through an error of $100.00 in the addition of the purchases journal? (d) 
through an error of $20.00 in the addition of the sales journal. 

7. The balance of the Accounts Payable account is $31,516.40 and the 
total of the abstract of the accounts payable ledger is $31,527.90. The error 
resulted from posting a purchase return to the wrong side of a creditor’s ac- 
count. (a) How much was this purchase return? (b) How was it posted? 
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CONTROLLING ACCOUNTS ILLUSTRATED 


Illustrations. The method of recording transactions when accounts 
are maintained in the general ledger with Accounts Receivable and Accounts 
Payable is further explained by illustrations. These illustrations include the 
books of original entry which contain a record of the transactions completed 


during the month of January by Helm & Stein, a partnership ‘engaged in the — 


wholesale jewelry business. 


Purchases Journal. The purchases journal illustrated on page 301 
contains a record of the fourteen purchases on credit made during the month 
of January. The form of ruling and method of recording the transactions 
is the same as that shown in purchases journals in previous illustrations. 

The check marks in the folio columns, Illustrations Nos. 56, 57, 58, 59 


and 60, indicate posting to loose leaf accounts payable and accounts receivable © 


ledgers. In a loose leaf ledger the accounts are arranged alphabetically, 
hence it is not practical to page the ledger. 
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Illustration 56, Purchases Journal 





Daily Posting from the Purchases Journal. Each amount in the 
amount column is posted to the credit of the account in the accounts payable 
‘ledger written on the same line with it. The illustration below shows the 
method of posting the first entry in the above purchases journal to the ac- 
count with the creditor in the accounts payable ledger.* 
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Posting the Purchases Journal Totals. At the end of the month the 
total purchases is posted to the debit side of the Purchases account and to the 
credit side of the Accounts Payable account in the general ledger. The il- 
lustration below shows the method of posting the purchases journal totals. 


Soe FS St. ES PAGE bs 
a 
Oceounts Vayalle— PAGE 43 


*Columns are provided for Debit, Credit and Balance. The effect of each posting on 
the balance is shown by entering the new balance in the “Balance” column at the time 
of posting, or when a Trial Balance is prepared. 
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The Sales Journal in the illustration below contains a record of the 
twenty-five sales.on credit made during the month of January. Each sale 
is recorded on one horizontal line. Three amount columns are provided (a) 
the amount of the sales invoice, (b) the selling price of the merchandise, and (c) 
postage and insurance. The postage and insurance column is required because 


of insured parcel post shipments. 


The premium on insurance for mail packages when insured with an insurance com- 
pany, is usually paid through purchasing a coupon book; the amount paid for the coupon 
book is the premium. The coupons, each of which is an insurance policy for $25.00, are 
removed from the book and inclosed in the package with the merchandise or in the envelope 
in which the invoice is mailed. The invoice shows the sale value of the merchandise, the 
stamps required to mail the package, and the insurance. The value of the package will 
determine the number of coupons required to insure it. 


SALES JOURNAL PAGE 1 
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Illustration 57, Sales Journal 
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Daily Posting from the Sales Journal. The amounts entered in the first, 
second, and third columns are posted to the debit of the account in the accounts 
receivable ledger written on the same line with them. The account in the 
illustration below shows the method of posting the third entry in the sales jour- 
nal to the account with the charge customer in the accounts receivable ledger. 
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The three amounts are shown in separate columns because the charge cus- 
tomer is entitled to discount on the amount of the sale but not on the amount 
of the postage and insurance. The amount in the total column is also en- 


tered in the ‘‘Balance” column at the time of posting, or the balance of the 
account may be entered when a Trial Balance is prepared. 


Posting the Sales Journal Totals. At the end of the month the total 
of each column is posted to the account in the general ledger indicated by the 
title written at the top of the column. The accounts in the illustration below 
show the method of posting the totals of three columns at the end of January. 
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The Accounts Receivable account is debited for the total of the first 
column, the Sales account credited for the total of the second column, and 
the Postage and Parcel Post Insurance account credited for the total of the 
third column. Since the total of the first column equals the sum of the totals 


of the second and third columns, posting as suggested maintains the equality 
of the debits and credits in the general ledger. 


The debits to the Postage and Parcel Post Insurance account will be made through post- 
ing the fourth entry in the cash book, page 305. The value of the stamps and insurance 
coupons January 31 should be $93.57; if it is less, some stamps were used for office mail. 


The Cash Book on pages 304 and 305 contains a record of the cash re- 
ceipts and payments for the month of January, the receipts on the left and 
payments on the right. Four columns are provided on each side as explained 
- in the preceding discussion. All amounts of cash received are entered in the 
fourth column on the receipts side and all amounts of cash paid are entered 

(Continued on page 306) 
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Illustration 58, Receipts Side of the Cash Book 
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Illustration 59, Payments Side of the Cash Book 
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in the fourth column on the payments side. Amounts to be posted to the 
accounts in the general ledger are entered in the first column on each side. 
When cash is received from a charge customer for a sale less discount, the 
amount of the bill is entered in the second column on the receipts side and the 
sales discount, if any, in the third column. Cash payments subject to discount 
are recorded on the payments side in the same manner. 

Cash is proved by footing the four columns on each side. The sum of the 
first and second columns minus the sum of the third column should equal the 
total of the fourth column on each side. The difference between the total of 
the fourth column on the receipts side and the total of the fourth column on 
the payments side should be the amount of cash in the bank or the sum of the 
cash in the bank and on hand. 


Daily Posting of Cash Receipts. Each amount entered in the first 
column is posted to the credit of the account in the general ledger written on 
the same line with it. Each amount in the second column is posted to the 
credit of the account in the accounts receivable ledger written on the same 
line with it. The amounts entered in the third and fourth columns are not 
posted daily. The account in the illustration below shows the account in the 
accounts receivable ledger when the fifth entry in the cash book has been 
posted. The debit to this account is the result of posting the third entry in 
the sales journal illustrated on page 302. 
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Posting Cash Receipts Totals. At ihe end of the month the totals of 
the second, third and fourth columns are posted to the appropriate accounts 
as indicated by the title at the top of each column. The total of the first 
column is not posted because each amount entered in this column is posted 
daily. The accounts in the illustration below show the results of posting the 
totals on the receipt side of the cash book, page 304. 
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Daily Posting of Cash Payments. Each amount entered in the first 
column is posted to.the debit of the account in the general ledger written on the 
same line with it. Each amount in the second column is posted to the debit 
of the account in the accounts payable ledger written on the same line with it. 
The amounts entered in the third and fourth columns are not posted daily. 
The account illustrated below shows the account in the accounts payable ledger 
after the fifth entry in the cash book has been posted. The credit to this ac- 
count is the result of posting the first entry in the purchases journal, page 301. 
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Posting Cash Payments Totals. At the end of the month, the totals 
of the second, third and fourth columns are posted to the appropriate accounts 
as indicated by the title at the top of each column; the total of the first column 
is not posted because each amount entered in this column is posted daily. 
The accounts in the illustration below show the results of posting the totals 
on the payments side of the cash book, page 305. 
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The General Journal on page 308 contains a record of the transac- 
tions completed in January which could not be recorded in the special jour- 
nals. The ruling of this journal is the same as in previous journals illustrated 
except two extra columns are provided for transactions affecting accounts 
in the accounts payable ledger and the accounts “receivable ledger. These 
columns are necessary in order that the total of the amounts posted to the 
subsidiary ledger may be posted to the control accounts in the general ledger. 








Daily Posting from the General Journal. Each amount entered in 
the first column is posted to the debit of the account in the general ledger 
written on the same line with it. Each amount entered in the second column 


(Continued on page 309) 
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is posted to the credit of the account in the general ledger written on the 
same line with it. Each amount entered in the third column is posted to the 
debit of the account in the accounts payable ledger written on the same line 
with it. Each amount entered in the fourth column is posted to the credit of 
the account in the accounts receivable ledger written on the same line with it. 

The accounts in the illustration below show the account in the accounts 
receivable ledger when the third entry in the general journal page 308 is posted 
and the account in the accounts payable ledger when the fifth entry is posted. 
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. Brun & Mill, a charge customer, is credited with the face of the note 

in the third entry and Keystone Watch Company, a creditor, is debited with 
the amount of the return in the fifth entry. The debit to the account with 
Brun & Mill is the result of posting the fourth entry in the sales journal, 
page 302, and the credit to the Keystone Watch Company is the result of post- 
ing the fifth entry in the purchases journal, page 301. 


Posting the General Journal Totals. At the end of the month the 
totals of the third and fourth columns are posted to the accounts in the general 
ledger indicated by the titles written at the top of the columns. The totals of 
the first and second columns are not posted because each amount has been 
posted separately. The accounts illustrated below show the Accounts Receiv- 
able and. Accounts Payable accounts illustrated on pages 306 and 307 after 
the totals of the third and fourth columns in the general journal are posted. 
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General Ledger Trial Balance. When the posting to the general led- 
ger as described is completed, the sum of the debits recorded therein should 
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equal the sum of the credits. Proof of this equality is secured through a Trial 
‘Balance prepared from the open accounts in the general ledger. 


Abstract of Accounts Receivable Ledger. The account balances in 
the illustration at 


the right appear in me ae eee of eccunts ceva lle, j flare 3119 i 


the accounts receiv- 
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Abstract of Accounts Payable Ledger. The account balances in the 
illustration at the left appear in the accounts payable ledger of Helm & Stein, 
*s January 31. These 
4) are the result of post- 
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Br sch payable columns in 
; the cash book and 
/ generat journal. The total agrees with the balance of the Accounts Payable 
~~ aecount on page 309. 








SUMMARY 


Controlling Accounts. The purpose of controlling accounts is to 
facilitate recording the transactions in the journals and ledger, also to provide 
for the services of more than one bookkeeper. A controlling account may be 
maintained with any group of accounts the balances of which all belong to 
the same type. 
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The Accounts Receivable Control Account is a summary in the general 
ledger of the transactions with all charge customers as recorded in separate 
accounts in the accounts receivable ledger. This account is debited at the end 
of the month for the total increases in the asset accounts receivable which is 
the total of the sales journal; it is credited at the end of the month for the 
total decreases which includes the total of the accounts receivable ledger col- 
umn in the cash book and in the general journal. The debit balance which is 
an asset shows the total amount to be collected from charge customers. 


The Accounts Payable Control Account is a summary in the general 
ledger of the transactions with all creditors as recorded in separate accounts 
in the accounts payable ledger. This account is credited at the end of the month 
with the increases in the liability accounts payable which is the total of the 
purchases journal; it is debited at the end of the month for the total decreases 
which includes the total of the accounts payable ledger column in the cash 
book and the accounts payable ledger column in the general journal. The 
credit balance which is a liability shows the total indebtedness to creditors. 


The Postage and Parcel Post Insurance Account is a record of the 
increases and decreases in the asset postage and parcel post insurance. This 
account is debited at the time of purchase for the increases which include the 
cost of insurance coupon books and postage stamps; it is credited at the end 
of the month for the decreases, which include the insurance coupons and 
stamps used. The debit balance of this account which is an asset shows the 
value of the insurance coupons and postage on hand. 


Exercise 114, General Ledger Trial Balance 


It is desired to show in the general ledger a record of the transactions 
completed by Helm & Stein during the month of January. These transactions 
are recorded in the purchases journal, page 301, sales journal, page 302, cash 
book, pages 304 and 305, and the general journal, page 3808. Open accounts 
with the account titles below, allowing five lines for each. 


Cash, Notes Receivable, Accounts Receivable, Merchandise Inventory, 
Office Supplies, Store Supplies, Prepaid Insurance, Postage and Parcel Post In- 
surance, Office Equipment, Store Equipment, Notes Payable, Accounts Pay- 
able, R. 8. Helm Capital, A. N. Stein Capital, Sales, Sales Returns and Allow- 
ances, Purchases, Purchases Returns and Allowances, Freight In, Store Salaries, 
Delivery Expense, Office Salaries, Partners Salaries, Rent Expense, Mis- 
cellaneous Expense, Purchases Discount, Interest Income, Sales Discount, 
and Interest Expense. 

Post the entries and the totals which affect the accounts in the general 
ledger as instructed in connection with the illustrations, and prove the posting 
with a Trial Balance. 
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Exercise 115, Abstract of Accounts Receivable Ledger 


It is desired to show a record in account form of the transactions with the 
customers of Helm & Stein as a result of the transactions completed during 
January as shown by the record of these transactions in the sales journal, 
page 302, the general journal, page 308, and the receipts and payments sides 
of the cash book, pages 304 and 305. 


You are to provide this information by posting to accounts with cus- 
tomers allowing seven lines for each account. When posting from the sales 
journal, post the amount of the sale and the postage and insurance on two 
lines if the special ruled ledger paper is not available. When the posting is 
completed, prove its correctness by an abstract of the accounts receivable 
ledger. The total of the account balances resulting from this posting should 
be the same as the balance of the Accounts Receivable account on the Trial 
Balance which you prepared in Exercise 114. 


Exercise 116, Abstract of Accounts Payable Ledger 


It is desired to show a record in account form of the transactions with 
the creditors of Helm & Stein as a result of the transactions completed dur- 
ing January as shown by the record of these transactions in the purchases 
journal on page 301, the general journal, page 308, and the cash book, pages 
304 and 305. : 


You are to provide this information by posting to accounts with cred- 
itors allowing five lines for each account. When the posting is completed, 
prove its correctness by an abstract of the accounts payable ledger. The 
total of the account balances resulting from this posting should be the same as 
the balance of.the Accounts Payable account on the Trial Balance which you 
prepared in Exercise 114. 


PRACTICE SET 4 : 


A narrative of the transactions is provided in connection with the special 
ruled blanks required for recording the transactions. Full information regard- 
ing the work to be done in this practice set is given in connection with the 
business papers which represent the transactions or in connection with the 
narrative of the transactions, if the business papers are not used. 


OO 


CHAPTER XXVI 
DEFERRED CHARGES AND THE INSURANCE REGISTER 


The need for supplies and insurance and the method of recording trans- 
actions in which supplies and insurance are purchased has been explained in 
previous chapters. The discussion in this chapter provides a review, and 
additional information in regard to (1) the accounts needed with deferred 
charges and (2) the insurance register. 


Deferred Charges. Assets and services purchased for use in the business 
which will be consumed by their use within a short time are usually referred 
to as deferred assets or deferred charges. The term “deferred” indicates that 
these assets will be consumed in a short time. Deferred charges usually in- 
clude swpplies of various kinds, prepaid services such as insurance, and pre- 
paid interest on notes payable. 


Recording Supplies Purchased. Supplies consist of wrapping paper, 
twine and containers for merchandise sold, office stationery, postage, and fuel 
for heating purposes. The cost of all supplies purchased may be recorded in 
one account with Supplies or in separate accounts with titles which describe 
the use of the supplies. The usual titles for the supply accounts are Store 
Supplies, Office Supplies, Postage, and Fuel. 

When separate accounts are maintained, the Store Supplies account is 
debited with the cost of wrapping paper, twine and containers; the Office 
Supplies account, with the cost of stationery and other office supplies; the 
Postage account, with the expenditures for stamps; and the Fuel account 
with the cost of fuel purchased for heating purposes. 


Recording Cost of Supplies Used. The cost of supplies used is not 
recorded at the time the supplies are used, but at the close of the fiscal period. 
The expense to be recorded at the close of the fiscal period is the difference 
between the inventory of supplies on hand at that time and the balance of the 
account in which the cost of the supplies is recorded. 

When the four supply accounts referred to in the above paragraph are 
needed to record the supplies purchased, the adjustment is effected through 
a compound journal entry with four debits and four credits. The Office Sup- 
plies Used, Store Supplies Used, Postage Used, and Fuel Used accounts are 
debited and the Office Supplies, Store Supplies, Postage, and Fuel accounts 
are credited. The amount in each case is the difference between the inventory 
and the balance of the supply account to which it is applicable. 
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Illustrations. The Trial Balance in the illustration below was prepared 


from the ledger of Baird 
& Long, a partnership, at 
the close of the annual 
fiscal period, December 31. 
The debit balances of the 
Store Supplies, Office Sup- 
plies, Postage, and Fuel 
accounts show the total 
cost of supplies, stamps 
and fuel. 

Each of these ar 
account balances is an 
asset if the value of each 
kind of supplies on hand 
equals the balance of the 
account. If the balance 
of the supply account is 
more than the value of 
the supplies on hand, the 
cost of the supplies of 
each character used is 
the difference between the 
balance of the account 
and the inventory. 

Inventory of supplies 


on hand December 31 is as follows: 





Merchandise Inventory..... 
Store Supplies 
Office Supplies 


Prepaid Insurance. 

Delivery Equipment....... 
Dep. Res. for Del. Equip.... 
Store Equipment 
Dep. Res. for Store Equip... . 
Office Equipment 
Dep. Res. for Office Equip.. 
Notes Payable 
Accounts Payable 
ie palrda@ apical eae. 
W..C: Long, Capital...:.... 


Sales 


Purchases 


BAIRD & LONG 
TRIAL BALANCE, December 31, 19 


Cash. geese st Sores meee 


Cee Se be eS 


semen eee 


Interest Expense 


$21.50; postage, $79.60; fuel, $42.50. 


The illustration at the left show the entries in the general journal to record 
In each case the debit to the 


the expense because of the supplies used. 


December 31, 19 





Office Sueplpe sed ete. ey 


Postage Used 
Fuel Used.. 
Store Supplies. 


OU GI Seana 








| 
Store Supplies Used. . 


To record the cost of sup- 
plies, postage and fuel used. | 





93/75 


Renta es ckeerc ok eters 


Mise. General Expense..... 


teeter ween es 


O6 ist eiicies pie. @ 


ole ew, eae ee 





80796124 | | 


store supplies, $53.45; office ipa 


expense account is the 
difference between the in- | 
ventory and the balance © 
of the account. When 
this entry is posted, the 
expenses will be recorded 
in appropriate accounts 
and the balance of each 
supply account will be 
the same as the inventory. 


Exercise 117, Supplies 
(ORAL OR WRITTEN) 


1. “February 5. Purchased from the Center Creek Coal Company, on 


credit, five tons of coal at $7.25 per ton for use in heating the office and store.” 
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_ (a) In what book of original entry is this transaction recorded? What ac- 
count is (b) debited? (c) credited? 

2. “February 28. The value of the coal on hand was $12.50.” (a) What 
is the value of the coal consumed if the entry of February 5 (Question 1) re- 
cords all the coal purchased and none was on hand February 1? - (b) What 
entry in the general journal will be required to adjust the account debited for 
the coal purchased February 28? 

3. “June 8. Purchased from the Crowe Supply Company, for cash, office 
supplies, $26.80, and store. supplies, $39.75.” (a) In what book of original 
entry will this transaction be recorded? (b) What accounts are debited? 
(c) What is the amount of each debit? (d) What account is credited? 

4, At the close of the monthly fiscal period, June 30, the supplies on hand 
were office supplies, $18.40, store supplies, $12.25. (a) What entry will be re- 
quired to record the cost of the supplies used if the entry of June 3 (Question 3) 
records all supplies purchased and none were on hand June 1? (b) In what 
book of original entry will the entry be made? (c) What is the balance of each 
of the four accounts after this entry is posted? 

5. The debit balance of the Fuel account at the close of the fiscal period 
is $104.50. The inventory of fuel is $42.50. What entry is required to record 
the expense? 


INSURANCE 


Insurance. The protection against loss because of destruction by fire 
or other natural causes is referred to as insurance. This protection is provided 
by insurance companies. The contract in which the insurance company agrees 
to reimburse the owner of the property for loss is referred to as the policy 
and the amount the owner pays the insurance company for this protection, 
as the premium. The premium is usually stated as a rate per thousand dollars 
of insurance for one year. This rate is fixed by a board of underwriters com- 
posed of representatives of insurance companies, and is based on the nature 
of the property and its location. 


Annual and Term Insurance. When the rate applies to insurance for 
twelve months, it is known as the annual rate and the insurance, as annual 
insurance; when the rate applies to insurance for a longer period, it is known as 
the term rate and the insurance, as term insurance. Merchandise in stock and 
other property the value of which is constantly changing, may ordinarily be 
insured for not more than one year. Buildings, furniture and other property 
the value of which is less likely to change may be insured for one year or for 
a longer term, such as three or five years. The term rate per year is some- 
what cheaper than the annual rate since the insurance company is saved the 
expense of reinsuring the property each year. : 

A policy for $5,000.00 issued on merchandise with an annual rate of 
$19.75 per thousand requires the payment of $98.75 premium at the time 
the policy is issued.’ A policy for $10,000.00 issued on a building with a term 


316 BOOKKEEPING AND ACCOUNTING ~ [Ch. 26 


rate of $20.00 for five years insurance requires the payment of $200.00 at the 
time the policy is issued. The insurance on merchandise will expire twelve 
months from the date of the policy; the insurance on the building will expire 
five years from the date of the policy. 


Canceled Insurance. The insured has the privilege of canceling the 
insurance policy at any time before its expiration. Should the insured elect 
to cancel the policy, he will receive a refund from the insurance company for 
that part of the premium which has not expired. When insurance is canceled, 
the expired portion is assigned a higher rate than that stated in the policy, 
hence, the refund received from the insurance company will be less than the 
book value of the unexpired insurance. The Board of Underwriters fixes the 
short time rate applicable to expired insurance when a policy is canceled. 


Insurance Policy Register. The purpose of this register is to provide 
a record of each insurance policy and the expired insurance. The ruling pro- 
vides for recording all the needed facts regarding each policy on one hori- 
zontal line. The desired information contained on each policy is recorded at 
the time the policy is received; the monthly expiration of the insurance pre- 
mium is recorded at the end of each month. When the fiscal periods are more 
than one month in length, a column is provided for each fiscal period and the 
expired insurance for the period recorded in this column. 

The insurance policy register at the bottom of pages 316 and 317 contains 
a record of the seven insurance policies issued to Baird & Long during the 
annual fiscal period. The balance of the Prepaid Insurance account on the 
Trial Balance on page 314 is the total premium less the expired insurance 
recorded at the close of the eleven monthly fiscal periods ending November 30. 


Prepaid and Expired Insurance. Prepaid insurance refers to the 
asset value of the insurance premium at the time it is paid; the word ‘‘Prepaid” 
indicates payment of the premium in advance. When cash is paid for the insur- 
ance premium, the transaction results in a decrease in the Bsaet cash, and an 
increase in the asset prepaid insurance. 


INSURANCE POLICY REGISTER 


DATE OF 
POLICY feet NAME OF COMPANY PROPERTY INSURED AMOUNT 


Pe et OO 40 e090) — pI. Bes io 








PREMIUM 




















2447 ' fee Cates Ze secre: 
pee Fe ME Re Ea ae Gleaner mcerancXe | Phoe Corp 4£0 0 0} — | Jagr | Lize 
ee NOE Zo. Bia ZZ arts oa — Lore Sg. OrecentF 2000) — | Jryne|| SZ eo. 


Har A then a NGitireiatellt Matic Maes > eyes “foment 3000) — bf -apre Be ae ea 
a Ng iN Ae cele Oo Ae Bee ae 2a, am arn IS so. 
*  Yyay/\ 719 3 FS | Louctactrheantts BrurbyatsmancE Ee een Fe00| — |ryell sy —_ 
Ort \ suzst \Zucrdtbazi De Muunnute|Dterekanates | 2000) — ce balees 


Illustration 61, Insurance Policy Register 
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At the close of each fiscal period, the decrease in the asset, prepaid insur- 
ance, will be the difference between the asset value of insurance at that time 
and the total amount of prepaid insurance. This decrease in the asset, pre- 
paid insurance, results in an expense usually referred to as expired insurance. 


Adjustment for Expired Insurance. The expense because of expired 
insurance is not recorded daily, but in one amount at the close of the fiscal 
period. The amount of the expired insurance is ascertained from the insur- 
ance policy register, or the insurance policies if a register is not maintained. 
The amount of the expired insurance for each monthly fiscal period is the 
total of the column for the month in the insurance policy register. Thus, in 
Illustration 61 the expired insurance for the January fiscal period is $11.80. 

The amount of expired insurance may be recorded in one account with 
Expired Insurance or in separate accounts each with a title descriptive of 
the property insured. Thus, the title of the expense account in which expired 
insurance is recorded may be Expired Insurance or the titles Expired Insurance 
on Merchandise, Expired Insurance on Store Equipment, Expired Insurance 
on Delivery Equipment, Expired Insurance on Office Equipment. When the 
expense incident to expired insurance is recorded in separate accounts, the 
amount of each expense is determined from the description of the property as 
given in the “Property Insured” column. 


Recording Expired Insurance. ‘The entry in the illustration at the 
right shows the method 
of recording the expired 
insurance applicable to the 
Prepaid Insurance account 
on the Trial Balance, 
page 314. The information 
for each debit entry is ob- 
tained from the “Dec.” 
and ‘Property Insured” 
columns in the insurance policy register on pages 316 and 317. Thus, the 


December 31, 19 


Expired Ins. on Mdse........... 1530 

Expired Ins. on Store Equip..... 1165 

Expired Ins. on Del. Equip...... 22/75 

Expired Ins. on Office Equip.... 3/30 
Prepaid Insurance’ .3.00....- 43 
To adjust the Prepaid Insur- 

ance account. 





Bo et INSURANCE POLICY REGISTER 


SS ES SS SS SS ee 
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Illustration 61, Insurance Policy Record 
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debit to the Expired Insurance on Merchandise account is the sum of the 
amounts entered on the first, sixth and seventh lines in the December column. 


When this entry is posted, the balance of the Prepaid Insurance account 
will show the asset value of the prepaid insurance as recorded in the insur- 
ance policy register. The sum of the balances of the four accounts debited 
records the total expense because of expired insurance. 


Exercise 118, Insurance 
(ORAL OR WRITTEN) 


1. Paid $125.00 for insurance. How will this transaction be recorded? 

2. At the close of the fiscal period, the balance of the Prepaid Insurance 
account is $250.00; the expired insurance on merchandise is $41.50 and on 
fixed assets, $12.25. State the entry to record the expense. 

3. Received check for $12.50 from the insurance company for premium 
on policy canceled; premium paid when this policy was issued for insurance 
on merchandise, $32.00. How will this transaction be recorded? 

4. Balance of Prepaid Insurance account at the close of the fiscal period, 
$486.50, asset value of prepaid insurance, $221.00. What entry is required 
to record the expense if the expired insurance is applicable to merchandise, 
$118.25, fixed assets, $45.00, and delivery equipment, $102.25? 

5. Received a bill from the Sun Insurance Co. for premium on policies, 
$216.50, terms 80 days. How is this transaction recorded? 


PREPAID INTEREST ON NOTES PAYABLE 


Prepaid Interest on Notes Payable. When the interest on a note 
payable is paid in advance, this payment is the interest for the use of the money 
for the full time of the note. If the maturity of the note is in a subsequent 
fiscal period, the amount debited to the Interest Expense account for the inter- 
est paid will be in excess of the interest expense for the fiscal period because 
the money has not been used for the full time of the loan. The expense for a 
current fiscal period should include only that applicable to the period. 

When a part of the interest expense incurred during a fiscal period is appli- 
cable to a subsequent fiscal period, the amount not consumed at the close of 
the period is an asset, referred to as prepaid interest on notes payable. The 
asset value of prepaid interest on notes payable decreases the interest ex- 
pense for the period by the amount of that asset value. This effect on the 
assets and expenses is recorded as a debit to an account with Prepaid In- 
terest on Notes Payable and a credit to the Interest Expense account. 


_ The balance of the Notes Payable account on the Trial Balance, page 
314, is a 30-day non-interest-bearing note discounted at the bank December 16, 
discount rate, 8%. This means that the proceeds of the note was $2,384.00, 
the $16.00 deduction being the interest for 30 days. December 31 this money 
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had been used only 15 days, hence it is necessary to record the $8.00 paid 
for the use of the money for the 15 days in January as an asset. 

The entry at the right shows the method of recording the increase in assets 
and the decrease in ex- 
penses. The debit to the 
Prepaid Interest on Notes 


December 31, 19 








Prepaid Interest on Notes Pay. 8\— 
Payable account records Pare a et 8|— 
. o record the interest pre- 
the asset value of the in- paid on Note No. 39. 


terest paid in advance and 
the credit to the Interest 
Expense account reduces the interest expense for the fiscal period. 


Adjustment of Prepaid Interest on Notes Payable Account. After 
the adjusting and closing entries have been posted, the Prepaid Interest on 
Notes Payable account will show a debit balance because it is an asset. It 
is an asset only at the close of the fiscal period when it is recorded, and a part 
or all of this will become an expense before the close of the next fiscal period. 
For this reason it is customary to transfer the balance of the Prepaid Interest 
on Notes Payable account to the Interest Expense account on the first day 
of the fiscal period following the closing. 

The entry to make the transfer suggested in the preceding paragraph is 
made in the general journal. The Interest Expense account is debited for 
the balance of the Prepaid Interest on Notes Payable account and the Prepaid 
Interest on Notes Payable account is credited for the same amount. When 
this entry is posted, the amount taken out of the interest expense at the close 
of the preceding fiscal period will have been transferred to the Interest Ex- 
pense account and the asset account will be in balance. 

The entry in the illustration at the left shows the method of adjusting 
the Prepaid Interest account on the ledger of Baird & Long at the beginning 
of the next fiscal period, January 2. The Interest Expense account is debited 
to transfer the interest expense back to this account and the Prepaid Interest 

on Notes Payable account 

ee - is credited in order to 

8\— have this asset account in 

balance. When this entry 

Interest on Notest Payabl is posted, the interest 

EN expense will be in the In- 

terest Expense account where it was before the adjusting entry was made. 

At the close of the current fiscal period, the prepaid interest will be ascertained 
and recorded in the same manner as in the preceding period. 


January 2, 19 








Interest Expense............. 
Prepaid Int. on Notes Pay. . 
To adjust the Prepaid : 





Deferred Credits to Income refer to income recorded during the fiscal 
period which will not be earned until a subsequent fiscal period. Tuition 
collected in advance by a school and subscriptions collected in advance by a 
magazine publisher are examples of deferred credits to income. 
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When income is collected in advance, it is necessary at the close of each 
fiscal period to regard the income which has not yet been earned as a liability. 
The title of this liability is Deferred Credits to Income. The entry to record 
the liability requires a debit to the account in which the income is recorded 
and a credit to the liability account. 

The amount of the liability as recorded in the Deferred Credits to In- 
come account is shown as a liability on the Balance Sheet. At the beginning 
of the next fiscal period the account is adjusted in the same manner as the 
Prepaid Interest on Notes Payable account. The Deferred Credits to Income 
account is debited for its balance and the appropriate income account credited. 


SUMMARY 


Deferred Charges are assets which will be consumed by their use in the 
operation of the business. The expense because of the consumption or expira- 
tion of deferred assets may be recorded in one expense account or a group of 
expense accounts with descriptive titles. The descriptive title of the account 
does not change its meaning or purpose but only permits a more complete 
classification as will be explained in a subsequent chapter. 


The Prepaid Interest on Notes Payable Account is a record of the 
asset value of the prepaid interest at the close of the fiscal period. This ac- 
count is debited at the close of the fiscal period for the asset value of the inter- 
est paid in advance on notes, and credited at the beginning of the fiscal period 
with the same amount. The debit balance is a deferred asset at the time the 
amount is recorded; the account is in balance during the fiscal period. 


Exercise 119, Deferred Charges and Credits 
(ORAL OR WRITTEN) 


1. “Gave the Union Insurance Company a check for $42.50 in payment 
for insurance premium on store fixtures.” (a) In what journal is this trans- 
action recorded? What account is (b) debited? (c) credited? 

2. At the close of the fiscal period June 30, the prepaid interest on notes 
payable is $22.50. (a) What entry is required to record this deferred asset? 
(b) What effect will it have on the debit balance ($114.50) of the Interest 
Expense account? (c) What entry is required July 1 to record this asset as 
an expense applicable to the fiscal period beginning at that time? 

3. At the close of the fiscal period, the debit balance of the Office Supplies 
account is $115.60; Store Supplies, $112.90; and Fuel, $200.00. The inven- 
tories are: office supplies, $62.50; store supplies, $41.90; fuel, $50.00. What 
entry is required to record the expense? 

4. The Dexter School collects tuition for each term at the beginning 
of the term. At the close of the annual fiscal period, December 31, the un- 
earned tuition, because the term does not end until February 1, is $1,250.00. 
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(a) What entry is required to record this liability to the students who have 
paid their tuition in advance? (b) What effect will this entry have on the credit 
balance of the Tuition Earned account, $26,500.00? (c) What entry is required 
January 2 to record this liability as income for the fiscal period beginning on 
that Cae 

5. “Received from the Traders Insurance Company a check for $6.75 in 
cancellation of a policy, the unexpired premium for which was $15.00.” How 
will this transaction be recorded? 


Exercise 120, Adjustments for Supplies, Insurance and Prepaid Interest 


At the close of the annual fiscal period, December 31, the following ac- 
count balances appear on the ledger of Dawson Bros.: Office Supplies, $204. es 
Store Supplies, $321.50; Fuel, $387.50; Prepaid Insurance, $450.00. The 
inventories of supplies are: office supplies, $78.64; store supplies, $96.50; 
fuel, $52.35. The asset value of prepaid insurance is $120.40. The prepaid 
interest on notes payable is $42.50. 

Instructions. Prepare the three journal entries necessary to record the 
increase in expense because of supplies used, insurance expired, and the de- 
crease in expense because of the prepaid interest. 


Exercise 121, Insurance Policy Register 


The illustration below contains a record of the insurance premiums paid 
by Smith and Breen, a partnership, during the annual fiscal period. 


INSURANCE POLICY REGISTER 


DATE OF POLICY NAMELOE COMPANY: PROPERTY iNSURED AMOUNT TIME 
POLICY No. 


yO 84620 5\United Sales Fie Irturancee Gor Merchandise /0000 go| — 
fo.2| 495126 dutemotile Inutual Cor Debivery iach | 3000) — |35me elie 67 
fore | 917 620 QALkane tnaurance Cor Office’ Equipment| 2000|— |36Me|| Go) — 
for | 327518 | Mote tnsurance bo; Merchandise F000|— |/2Me|| 70) — 
fo. 2 68413 3\ Caledonian American brtmanea 60 | Sto Equipment 4000| — |\36fto|| 1 f0\ — 
Apu | #81 Lote faaurance Coz Muerchandite? | 5000|— |/2Me|| 7o| - 
Aipote/ 9°99 4 [United Lats tiwdnaranee Go MOAR TEE /9000| — |/2Mo-|| 135) — 


PREMIUM 





Instructions: (1) Rule the right page of the Insurance Policy Register 
similar to the illustration on page 317 and record the expired insurance appli- 
cable to these policies in the same manner as in the illustration. 

(2) Record the expired insurance at the end of the December fiscal period. 


CHAPTER XXVII 
FIXED ASSETS, RESERVES AND FIXED ASSET REGISTER 


é The method of recording equipment when purchased and the expense 
because of decrease in value through use has been explained in preceding 
chapters. The discussion in this chapter provides a review and information 
regarding (1) fixed asset accounts (2) fixed asset register (8) reserves applicable 
to fixed assets and accounts receivable. 


Fixed Assets. Assets purchased for use in the business which will be of 
service for a number of fiscal periods are usually referred to as equipment or 
fixed assets. Equipment consists of shelving, display cases, automobile trucks, 
office desks, machines and assets of a similar type. 

When the cost of an article is small and it may be necessary to replace 
it frequently, it is recorded as an expense at the time of purchase. The debits 
to the Equipment account usually include the cost of those articles which 
will not need to be replaced frequently. Thus, the cost of a desk is recorded as 
equipment while the cost of a waste basket is usually recorded as an expense. 


Recording Fixed Assets. When equipment is purchased, the cost price 
may be debited to one account with Equipment or to separate accounts. When 
separate accounts are maintained, the title of each account should be descrip- 
tive of the equipment and its use. 

The usual titles of the accounts for equipment in a mercantile business 
are Store Hquipment, Delivery Equipment and Office Equipment. Store equip- 
ment includes all fixed assets in the store room; delivery equipment, auto- 
mobile trucks; and office equipment, desks and office machines. 

The titles suggested are not required. Thus, the cost of the fixed assets 
used in the store room may be recorded in an account with the title Shelving 
and Display Cases or Storeroom Fixtures. Fixed assets purchased for use 
in delivering goods may be recorded in an account with the title Delivery 
Truck or Automobile Truck. Fixed assets purchased for use in the office may 
be recorded in an account with the title Office Furniture or Office Furniture 
and Furnishings. 


Depreciation. The decrease in the value of a fixed asset because of use, 
‘lapse of time or other causes is an expense referred to as depreciation. The 
amount of the depreciation on a fixed asset cannot be known definitely until 
the fixed asset is sold, exchanged or discarded. When a fixed asset is sold 
or exchanged, the depreciation is the difference between the cost and the 
sale or exchange value. When a fixed asset is discarded because it is of no 
further service, the depreciation is the full cost. 

Depreciation is an expense because it is a decrease in one asset without 
a corresponding increase in another asset or a corresponding decrease in lia- 
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bilities. To record the depreciation expense for a fiscal period, it is necessary 
to estimate the depreciation at the close of the fiscal period. 

There are a number of methods used to ascertain the estimated depre- 
ciation. The-usual plan is to base the amount on the estimated number of 
years the asset will be of service. Thus, if it is estimated that a fixed asset — 
will be of service for four years with no exchange or sale value at the end of 
that time, the depreciation for each year will be 25% of its cost. 


Scrap Value. The nature of some fixed assets is such that they will have 
an exchange or trade-in value after they have been used in the operations of 
the business for a period of time; this value is referred to as scrap or trade-in 
value. The estimated yearly depreciation of a fixed asset with a trade-in 
value is found by subtracting the estimated scrap value from the cost and 
dividing that balance by the number of years the asset is estimated to be of 
use. The yearly depreciation is usually expressed as a per cent of the cost. 
Thus, if a typewriter which cost $125.00 has a trade-in value of $25.00 at the 
end of the fourth year, the depreciation for each year is $25.00 ($125.00 — 
$25.00 = $100.00 +4 =$25.00), which is 20% of the cost. 

The foregoing illustration serves to show one method of ascertaining the 
estimated depreciation applicable to fixed assets. The method of ascertaining 
the depreciation does not affect the method of recording the expense because 
of depreciation. Recording depreciation is recording the estimated decrease 
in the value of an asset and the estimated expense because of this decrease. 


Fixed Asset Register. The purpose of this register is to provide a 
record of each fixed asset so that the cost value, recorded depreciation, and 
present value, usually referred to as book value, may be known. This infor- 
mation is needed when the fixed asset is exchanged, sold, or has been fully 
depreciated. When a number of fixed assets of the same kind are recorded in 
a fixed asset account with an appropriate title, it is difficult to determine the 
book value at the time of the sale or exchange and it is possible to over-depreci- 
~ ate the fixed asset unless a fixed asset register is maintained. 

The desired information regarding each asset is recorded in the fixed asset 
register at the time it is purchased; this includes (a) the date of purchase, 
(b) identification number, (c) description of property, (d) purchase price, (e) 
estimated scrap value, (f) number of years it is estimated the fixed asset may 
be used, and (g) the annual amount of depreciation. Columns are provided 
for the depreciation to be recorded at the close of each fiscal period. The 
amount of the depreciation is recorded in the appropriate column at the close 
of the fiscal period. 

Illustration 62, page 324, contains a record of the eight articles of office 
equipment purchased by Baird & Long (Trial Balance, page 314) during the 
first annual fiscal period. The depreciation applicable to each asset as recorded 
in the first eleven columns was recorded at the close of each monthly fiscal pe- 
riod; the depreciation entered in the December column is yet to be recorded. 
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Illustration 62, Fixed Asset Register (Left Page) 


Separate pages in the register are used for the different types of fixed 
assets. ‘This avoids the necessity of analyzing the entries in each column 
for depreciation when recording the expense. The identification number is 
attached to the fixed asset with a tack or a tag; this facilitates the prepara- 
tion of an inventory of fixed assets. 

The book value of each fixed asset is the difference between the depre- 
ciation and the cost recorded on the horizontal line with it. The depreciation 
to be recorded at the close of each fiscal period is the sum of the amounts en- 
tered in the column for the fiscal period. Thus, the total depreciation to be 
recorded at the end of the December fiscal period is $27.26. 


Recording Depreciation. It is customary to record the estimated 
expense because of depreciation at the close of each fiscal period. When the 
cost of all fixed assets is recorded in one account, the depreciation expense is 
recorded as a debit to the Depreciation Expense account and the decrease in 
the value of the asset as a credit to the Depreciation Reserve account. 

When the cost of the fixed assets is recorded in more than one account, 
an expense account and a reserve account are kept for each class of fixed 
assets. This provides for a classification of expenses (page 349) and the book 
value of each class of assets. Thus, when separate fixed asset accounts are 
maintained with Store Equipment, Delivery Equipment and Office Equip- 
ment, the titles of the accounts required to record the estimated depreciation 
and resulting expense at the close of each fiscal period are as follows: 


Depreciation on Store Equipment Dep. Reserve for Store Equipment 
Depreciation on Delivery Equipment Dep. Reserve for Delivery Equip. 
Depreciation on Office Equipment Dep. Reserve for Office Equipment 


Each account title at the left is debited for the amount of the estimated 
depreciation and each account at the right is credited for the same amount. 

The depreciation applicable to the fixed assets on the Trial Balance page 
314, at the close of the monthly fiscal period, December 31, is delivery equip- 
ment $50.00, store equipment $10.00, and office equipment $27.26. The depre- 
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Illustration 62, Fixed Asset Register (Right Page) 


ciation for office equipment, $27.26, is the sum of the amounts entered in the 
December column of the fixed asset register illustrated. The pages of the 
fixed asset register containing a record of the delivery equipment and store 
equipment are not illustrated; the figures given were obtained from the Decem- 
ber column on each of these pages. 

The entries in the illustration at the left show the method of recording 





December 31, 19 the depreciation expense 

<a = a Baten als ae December 31. The expense 
epreciation on ce Hqulp.. a “ 

Depreciation on Store Equip... 10)— incident to the use of 

Depreciation on Delivery Eq...) 50|\— each class of property is 

ee ore {2% recorded as a separate 

Depr. Res. for Delvy. Eq... 50/— expense and separate de- 


To record the depreciation Paths 
on office, store and deliver preciation reserve ac- 


equipment. counts are provided. 
When these entries are posted, the additional reserve set up at the close 
of the December fiscal period will be recorded in the three reserve accounts 
and the expense because of this decrease in the value of the fixed assets re- 
corded in the three expense accounts. When the income and expenses are 
summarized in the Trading, Profit and Loss Summary account, the three ex- 
pense accounts will be in balance and will remain in balance until the close 


of the next fiscal period. 


Py Bs Expenses in Connection with Fixed Assets. The ownership of fixed 
a 


assets results in four types of expenses, (a) depreciation, (b) insurance, (c) 
property taxes, and (d) repairs. The method of recording the expenses be- 
cause of depreciation and expired insurance is explained in the preceding 
discussion and illustrations. The expense because of property taxes is usually 
debited to an account with Property Taxes at the time the taxes are paid, 
and the expense because of repairs, to an account with Repairs on Fixed 
Assets. When a large amount is invested in fixed assets of each class, the 
property taxes and repairs expense applicable to each class may be recorded 
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in separate accounts with titles descriptive of the expense recorded in each. 
When fixed assets are purchased on the deferred payment plan, the interest 
on these payments is an expense applicable to the maintenance of the assets. 


Capital and Revenue Expenditures. These terms are used to dis- 
tinguish between the cost of a fixed asset and the expense required to main- 
tain its usefulness. Thus, the purchase of a delivery truck is a capital expen- 
diture and the purchase of a new tire or part to replace an old one, a revenue 
expenditure. The purchase of a new body for the truck to make it more serv- 
iceable is a capital expenditure because it increases the cost of the truck. 

It is necessary to distinguish between capital and revenue expenditures 
because the former are recorded as fixed assets which are depreciated at the 
close of each fiscal period and the latter as expenses all of which are applicable 
to the fiscal period in which the expenses are incurred. 


Exercise 122, Purchase and Depreciation of Fixed Assets 
(ORAL OR WRITTEN) 


The following questions are based on the three accounts with equipment 
discussed in this chapter with titles the same as those used in the illustrations. 


C 1. Paid cash, $125.00, for a desk. How will this transaction be recorded? 
C@ 2. Purchased a delivery truck for $1,000.00. Paid for this with cash 
$400.00 and two notes for $300.00 each, due in 60 and 90 days respectively. 
How will this transaction be recorded? 

CL 8. Paid $65.00 for a display case for use in the store. How will this trans- 
action be recorded? 

C 4. Purchased from ‘the Day Desk Company on credit one office desk, 
$105.00. How will this transaction be recorded? 

5. Paid $50.00 for repairs on delivery truck. ~-How will this transaction 
be recorded? 

6. At the close of the fiscal period, the estimated depreciation on office 
equipment is $32.50, store equipment $18.25, and delivery eiupment $125.00. 
How will this expense be recorded? 

7. Designate whether transactions 1-5 above are capital or revenue ex- 
penditures by writing “C’”’ or “R”’ after the number. 


Disposition of Fixed Assets. When a fixed asset has served its purpose, 
it will be exchanged, sold or discarded. When disposed of in the manner sug- 
gested, the book value of the fixed asset is removed from the ledger through 
an entry in the general journal in which the fixed asset account is credited with 
the cost and the depreciation account debited with the recorded depreciation 
applicable to the fixed asset. The book value is ascertained from the fixed 
asset register. The excess of actual depreciation over recorded depreciation 
indicates an expense not yet recorded. This expense, which is the difference 
between the book value of the fixed asset and the sale price, is usually debited 
to an account with the title Loss on Exchange of Fixed Assets. 


ft) 
{ + 
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Exchange of a Fixed Asset. The journal entry at the left and the cash 
book entry below record the purchase of a new motor truck for $1,000.00 with 
a check for $675.00 and an exchange allowance of $325.00 oh the used truck, 

cost value $750.00, book 
January 2, 19 Page 18 value $400.00. The fixed 
asset account is debited 








Delivery Equipment.......... 
Dep. Res. for Delivery Equip... 


with the cost of the new ~ 

eu a pee hena: of ped Asset truck and credited with 
Gane. Ole ein. the cost of the old one. 
The Depreciation Reserve 
account is debited for the 
depreciation applicable to 
the old truck and the 
Cash account credited for the check. The Loss on Exchange of Fixed Assets 
account is debited for the difference between the recorded depreciation, $350.C0, 
and the actual depreciation, $425.00. The cash is entered in the cash book 


and check marks used to avoid double posting. 


CASH Payments 
19 
Jan. Ps 


Sale of Fixed Assets. When a fixed asset is sold, its book value is 
removed from the ledger through an entry in the general journal. The fixed 
asset account is credited for the cost, the depreciation reserve account debited 
for the recorded depreciation, the Loss on Exchange of Fixed Assets account 
debited for the difference between the recorded and actual depreciation, and 
the Cash account debited for the cash received. The cash is recorded in the 


cash book as in the illustration above. 

If the exchange or sale value of a fixed asset is more than the book value, the difference 
between the amount received in the sale or exchange and the book value is a profit. This 
profit is recorded as a credit to an account with Profit on Exchange of Fixed Assets. 


Discarded Fixed Assets. When a fixed asset is discarded, its book 
value is removed from the ledger through an entry in the general journal. 
The fixed asset account is credited for the cost, the depreciation reserve account 
debited for the recorded depreciation, and the Loss on Exchange of Fixed 
Assets account debited for the difference between the recorded and actual 
depreciation. ‘ 

Fully Depreciated Fixed Assets. When the amount of the deprecia- 
tion recorded on a line with a fixed asset in the fixed asset register equals the 
cost of the fixed asset, the asset has been fully depreciated. Thereafter no 
depreciation applicable to this asset will be recorded. The cost value of the 
fixed asset and the recorded depreciation applicable to it may be allowed to 
remain in the fixed asset and reserve for depreciation accounts since the de- 
duction of the reserve from the fixed asset account on the Balance Sheet 
will permit this statement to show the book value of fixed assets which have 


not been fully depreciated. 











check, $675.00 and old truck, 
register No. 201. 
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Exercise 123, Disposition of Fixed Assets 
(ORAL OR WRITTEN) 

1. Discarded parcel post scales, cost $150.00, present book value $30.00. 
What entry is required to record this disposition of a fixed asset? 

2. A duplicating machine which cost $135.00 and has been depreciated at 
the rate of 10% for four years, was exchanged for a new machine which cost 
$150.00; exchange allowance $75.00, cash paid $75.00. What entries are 
required in the general journal and cash book to record this exchange? 

3. January 2. Paid $125.00 in cash for a typewriter with an agreed 
exchange value of $25.00 at the end of the third year. (a) State the entries in 
journal form to record (a) the purchase of this typewriter; (b) the deprecia- 
tion at the close of each of the three annual fiscal periods, December 31; (c) 
the purchase January 2 of the fourth year of a new typewriter, cost $125.00; 
paid cash less the agreed exchange on the old typewriter. 

4. Received $200.00 in cash for a delivery truck used for delivering goods, 
cost value of the truck, $800.00; book value, $300.00. What entries are re- 
quired in the general journal and cash book to record this sale? 


BAD DEBTS 


Bad Debts. No matter how careful a firm may be in extending credit 
it will not be possible to collect from all charge customers. Failure to collect 
from a charge customer results in a bad debt. A bad debt when recorded as 
such results in a decrease in the asset accounts receivable and a corresponding 
decrease in proprietorship; this decrease in proprietorship is referred to as 
loss on bad debts. When a loss on bad debts is recorded, the account with the 
customer is said to be charged off. 


Reserve for Bad Debts. It is usually not possible to determine that an 
account with a charge customer is worthless until several months or some- 
times several years have elapsed. In view of this fact, it is customary to es- 
timate at the close of each fiscal period the probable loss on account of bad 
debts resulting from charge sales during the period and to record this expense. 
This estimate is usually based on a per cent of the sales or of the charge sales 
for the period. The rate will be determined by comparing the loss on bad 
debts in various periods With the sales during these periods. 

The entry in the illustration at the right appears in the journal of Baird 
& Long. The purpose of this entry is to record the estimated loss on bad debts 








of iy of 1% of the charge December 31, 19 

sales, $40,000.00. Losson == ————SS === SS 
Bad Debts is debited be- Loss on Bad Debts........... 100|\— | 
ee oS, “Who recon ae meaecee ble 
entry is to record the ex- loss on bad debts. 

pense (decrease in pro- 


prietorship) which may result from a failure to collect from charge customers. 
The Reserve for Bad Debts account is credited to record the estimated de- 
crease in the value of the accounts receivable because of failure to collect 


Ch. 27] FIXED ASSETS, RESERVES AND FIXED ASSET REGISTER 329 


from charge customers. This entry is made in the general journal and only 
at the close of the fiscal period. 

The balance of the Accounts Receivable account is shown on the Balance 
Sheet as an asset and the Reserve for Bad Debts as a deduction in the same 
manner as Reserve for Depreciation is deducted from the balance of the fixed 
asset account to which it applies. The decrease in the asset accounts receiv- 

able because of the credit 

SHEER ae ane eae *f00:00 | 615125 +t the Reserve for Bad 

Debts account is shown 

on the Balance Sheet as 

in the illustration at the left. The estimated amount to be collected from 

charge customers is the difference between the balance of the Accounts Re- 
ceivable account and the Reserve for Bad Debts account. 


Recording a Bad Debt. When it is decided that the account with a 
charge customer is uncollectible, the account is removed from the ledger 
through an entry in the general journal. The Reserve for Bad Debts account 
is debited and the account with the charge customer credited for the amount 
of his indebtedness. 

The entry in the illustration at the right appears in the journal of Baird 
& Long, the firm referred 
to in connection with the 
illustration at the bottom 
of page 328. Its purpose 
is to record a loss on bad 
debts determined after the reserve was recorded December 31. When this 
entry is posted, the account with A. H. Gaines is in balance. It is then filed 
with uncollectible accounts. 


When a Reserve for Bad Debts account is not maintained, the expense because of 
“accounts receivable charged off’’ is recorded as a debit to the Loss on Bad Debts account. 


March 16, 19 


Gaineseth) fit. age aie. 


























Collection of a Bad Debt. When cash is received from a charge customer 
whose account has been declared worthless and recorded as a bad debt, the 
transaction results in an increase in the asset cash and a corresponding in- 
crease in income. This income is usually referred to as Bad Debts Collected. 
This income should not be recorded as a credit to the Reserve for Bad Debts 
account because the purpose of this account is to provide a reserve and not 
to contain a record of income. 


SUMMARY 


Fixed Assets are assets purchased for use in the business which will be 
of service for a number of fiscal periods. The ownership of fixed assets re- 
quires three accounts to record (a) cost, (b) the depreciation, and (c) the 
expense because of depreciation; these accounts are summarized on page 150. 


The Fixed Asset Register provides detailed information regarding each 
fixed asset. It includes (a) the purchase price, (b) the scrap value, (c) the 
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book value, and (d) the date of disposition. An identification number is 
given each fixed asset. 


The Depreciation on a Fixed Asset is not ee until it is sold, ex- 
changed, or discarded. The estimated depreciation is recorded at the close 
of each fiscal period. When the actual depreciation is known, the difference 
between the estimated, which has been recorded, and the actual is recorded 
as an expense if the depreciation is more than estimated, and as a profit if less. 
The information recorded in the fixed asset register permits an exact adjust- 
ment of this profit or loss at the time the actual depreciation is known. 


The Reserve for Bad Debts Account contains a record of the estimated 
deduction from accounts receivable because of possible failure to collect from 
‘charge customers. This account is credited at the close of each fiscal period 
for the estimated amount of loss, and debited during the fiscal period for losses 
through the failure to collect from charge customers at the time the losses 
are determined in a subsequent fiscal period. The credit balance is the ‘bad 
debts reserve and shown on the Balance Sheet as a deduction from the Ac- 
counts Receivable account. 


The Loss on Bad Debts Account is a record of the increases in losses 
(decreases in proprietorship) because of failure to collect from charge customers. 
This account is debited for the actual losses as they occur or the estimated 
losses at the close of each fiscal period. The debit balance is an expense and 
closed into the Profit and Loss Summary account. 


The Bad Debts Collected Account is a record of the increases in in- 
come because of bad debts charged off and later collected. This account is 
credited for the amount of each collection from charge customers whose ac- 
counts have been charged off. The credit balance is an income and closed into 
the Trading, Profit and Loss Summary account. 


Exercise 124, Bad Debts 
(ORAL OR WRITTEN) 


1. “Set up a reserve of 14 of 1% of sales, $21,500.00; to provide for loss 
on bad debts.” State the entry to record this expense and reserve. 

2. “Charge off account with C. M. Stone, balance $35.18.” The sentence 
in quotations is the instructions given July 1 to the bookkeeper for O. J. 
White & Son. State the entry required in the general journal to record this 
loss if a Reserve for Bad Debts account is maintained. 

3. “Charge off the account with A. B. Davis, balance $26.50.” State 
the entry to record the decrease in assets and increase in expense if no re- 
serve for bad debts has been set up. 

4. May 16. Sold B. B. Downey merchandise per sale No. 1641, $28. 65. 
State the entry in journal form to record the effect on assets and income. 

5. December 31 of the year in which the sale to B. B. Downey (Question 4) 
was made, it was decided to charge the account off because no collections had 
been made from him and his address was unknown. State the entry in jour- 
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nal form to record this transaction assuming that a Reserve for Bad Debts 
account is maintained. 

6. May 16, two years later, a anes was received from B. B. Downey 
(referred to in the two preceding questions) for $28.65. State the entry in 
journal form to record this increase in assets and income. 

7. At the close of the fiscal period, June 30, L. Robbins & Son, retail mer- 
chants, requested the bookkeeper to set up a reserve for doubtful accounts 
for one-half of one per cent of the total sales, $37,642.95. State the entry to 
record this decrease in assets and increase in expenses. 


Exercise 125, Fixed Asset Register 


The illustration below contains a record of the office equipment owned 
by Smith and Breen, January 1, and purchased during the annual fiscal period. 


FIXED ASSET REGISTER 


DEPRECIATION 
DESCRIPTION SCRAP VALUE RATE 
| YEAR| AMOUNT 








PAT, / | Office Safe 250] — 10\ &%o| uh\l| gol — 
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File | 1 | 67 |\OuvphecatingMNachine || /50/-| 24|/-| & |76%% 
1 | 68 \Oaleulating Machine || /25|-|| 25|-| % 16% 


Instructions: (1) Rule the right page of the fixed asset register in the same 
form as the illustration on page 825 and enter the depreciation applicable to 
each asset for each monthly fiscal period. 

(2) Record the depreciation for the December fiscal period. 


Exercise 126, Working Sheet, Adjusting Entries, and Reports 


Baird and Long desire a Balance Sheet and Profit and Loss Statement 
at the close of the fiscal period, December 31. You are to prepare these 
reports for the partners. Proceed as follows: 

(1) Prepare a Working Sheet from the Trial Balance on page 314, mer- 
chandise inventory $9,669.76, and the information regarding adjustments, 
December 31, on pages 314, 317, 319, 325 and 328. Present proprietorship, 
$26,090.05; net profit, $5,790. 25, to be divided equally between the partners. 

(2) From the Balance Sheet columns on the Working Sheet prepare a 
Balance Sheet showing the assets, liabilities, and present proprietorship. 

(3) From the Profit and Loss Statement columns prepare a Profit and 
Loss Statement showing the income, costs, expenses, and net profit. 

(4) From the information contained in the Adjustments and Profit and 
Loss columns prepare the adjusting and closing entries. 


CHAPTER XXVIII 
ACCRUALS. nig 


The preceding discussion relates to recording changes in assets, liabilities 
and proprietorship because of completed transactions. The discussion in this 
chapter relates to the income earned and expenses incurred during a fiscal 
period but not recorded because the transactions have not yet been completed. 


Accrued Income is income earned but which has not yet been recorded. 
The accrued interest on an interest-bearing note is an example of accrued 
income. The face value of the note is recorded as an asset in the Notes Re- 
ceivable account. The amount collected at maturity is greater than the face 
of the note because the maker promises to pay interest. This agreement, 
which becomes effective at the maturity of the note, indicates that the asset 
value of the note is increasing in value daily. 

A 30-day 6% interest-bearing note, face $3,000.00, dated December 16 
is an asset of $38,000.50 at the close of business December 17, $3,001.00 at 
the close of business December 18, $3,001.50 December 19, and $3,002.00 
December 20. It will continue to increase in value 50c each day until maturity 
January 15 at which time its value will be $3,015.00. The daily increase in the 
value of the asset because of the accrued interest is referred to as an accrued 
asset, and the income resulting from this accrued asset, as accrued income. 

Accrued assets and the resulting accrued income are usually not given 
consideration except at the close of a fiscal period. The reason for this consid- 
eration is explained in the paragraphs which follow. 


Recording Accrued Income. The income resulting from accrued 
assets is usually not recorded until the contract is completed: Applying this 
to the interest-bearing note discussed in a preceding paragraph, the entry to 


record cash received January 15, the maturity of the note, is: 





Notes Receivable 


Note dated December 16 
Interest Income On above note 


CASH Receipts 
19 
Jan. | 15 3000 
15 15 


It is not necessary to record the accrued asset because cash is collected 
and the increase in assets is recorded in the Cash account. 

The plan of recording the accrued income at the maturity of the note 
is satisfactory when the date and maturity of the note both occur in the same 
fiscal period. When an interest-bearing note is dated in one fiscal period but 
does not mature until a subsequent fiscal period, it will be necessary to record 
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the increase in the asset accrued interest on notes receivable and the resulting 
increase in income at the close of the fiscal period. This is necessary that the 
Balance Sheet may show all the assets and the Profit and Loss Statement 
all the income earned during the period. 


The asset value of an interest-bearing note at the close of the fiscal period 
is the face of the note plus interest from date of the note up to and including 
the last day of the fiscal period. The face of the note is recorded as an asset 
in the Notes Receivable account but the increased value because of accrued 
interest is not recorded. The entry to record accrued interest requires a debit 
to an account with the title Accrued Interest on Notes Receivable and a credit 
to the Interest Income account. 


The 30-day 6% interest-bearing note for $3000.00 referred to in a previous 
paragraph is dated December 16, hence does not mature until January 15. 
If the fiscal year or monthly fiscal period ends December 31, the value of the 
asset accrued interest on notes receivable at that time is $7.50. 


The entry in the illustration at the right shows the method of recording 
the accrued asset and the accrued income. The Accrued Interest on Notes 
Receivable account is : 
debited to record the ____—_—_—CDecember 31, 19 


amount of the accrued Accrued Interest on Notes Rec... 7/50 
asset. The Interest In- Interest Income............. 7\50 


: , To record the accrued in- 
come account credited terest on notes receivable. 
to record the income re- 
sulting from the use by others of money belonging to the business. 





Collecting Accrued Interest. Recording the accrued income at the 
close of the fiscal period because of accrued assets makes it necessary to give 
consideration to this record at the maturity of the note in a subsequent fiscal 
period. Thus, when the $3000.00 note referred to is collected January 15, 
the amount of cash received is $3015.00, $3000.00 face of the note, and $15.00 
interest. The interest for the first 15 days, however, has already been recorded 
as income, hence only the interest for the remaining 15 days is income for the 
fiscal period beginning January 2. For this reason, the entry to record the cash 
received is: , 

, CASH Receipts 






















19 
Jane Lo Notes Receivable Note dated Dee. 16|} 38000 
15 Accrued Interest on Notes Rec. |} On abeve note 7|50 
is Interest Income On above note 750 , 


This transaction results in an increase in the asset cash $3015.00, a de- 
crease in the asset notes receivable $3000.00, a decrease in the asset accrued 
interest on notes receivable $7.50, and an increase in the interest income of 
$7.50. When this entry is posted, the Accrued Interest on Notes Receivable 
account will be in balance and the interest earned during January recorded 
as a credit to the Interest Income account. 
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Accrued Income at the Close of the Fiscal Period. A debit bal- 
ance of the Notes Receivable account at the close of a fiscal period always 
indicates that there may be accrued interest to record because of interest- 
bearing notes. The amount of interest to be recorded at that time is the 
accrued interest on all the interest-bearing notes from the date of each note 
up to and including the last day of the fiscal period. The entry to record all 
this interest requires a debit to the Accrued Interest on Notes Receivable 
account and a credit to the Interest Income account. 


Exercise 127, Accrued Interest on Notes Receivable 
(ORAL OR WRITTEN) 


1. “Ninety days after date, May 16, I promise to pay to the order of 
A. L. Bader, $1,000.00 with interest at 6%.” This quotation is from a note 
received by the payee and recorded as a note receivable on his ledger. (a) What 
is the accrued interest at the close of the fiscal period June 30? (b) What 
effect does this accrual have on the assets and proprietorship of, thé payee? 
(c) How is the increase in assets and increase in income recorded June 30? 


2. The accounts aly 
the illustration at the ACCRUED INTEREST ON NoTES RECEIVABLE 








right are on the ledger of 19 
Clark & Co. at the close Pe |*4 ee cass 
of the fiscal period, Dec- 
ember 31, after the ad- 





INTEREST INCOME 
19 








justing entries have been Hexas cli2l_ i9le7 
made. (a) What entry in 17 J\14] 32/08 
31 Jj17| 38/17 






































the general journal was re- 
quired to record the first 
debit entry and the third credit entry? (b) What is the purpose of this entry? 

3. January 20. Clark & Co. received from W. H. Boyle a check for 
$3,030.00 for a 60-day note due today for $3,000.00 and interest at 6%. (a) 
How much of this interest was earned by Clark & Co. in January?” (b) How 
much prior to January? (c) What entry is required to record this transaction? 

4, (a) What is the explanation of the journal entry in the illustration at 
the left? (b) If the business is operated on quarterly fiscal periods and this 

entry was made at the 
Acqua Ingeresion Notes Ree. 1216] |, end of the third quarter, 
what is the date of the 
transaction? (c) What 
effect does this transaction have on the assets and proprietorship? 

5. “Net Profit $1726.55.” The information in the quotation marks ap- 
pears last on the Profit and Loss Statement prepared for Albert Dunning at 
the close of the fiscal period, June 80. Later it was discovered that $21.50 
* accrued interest on notes receivable had not been recorded. What is the 
correct net profit? 
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6. “Assets $9816.50 — Liabilities $1249.87 = Proprietorship $8566.63.”’ This 
equation was prepared from the Balance Sheet of Albert Dunning referred to 
in the previous question. Restate this equation after the accrued interest 
has been recorded. 

7. “January 15. Received check from C. J. Ladd for $2,010.00 in full 
for a 30-day 6% interest-bearing note dated December 16 and interest.” 
How will this transaction be recorded if the preceding December 31 was the 
end of the fiscal period and the accrued interest on notes receivable was re- 
corded at that time. 


ACCRUED EXPENSES 


Accrued Expense results from an increase in liabilities because of ex- 
penses incurred but not recorded. Accrued interest on notes payable, unpaid 
wages due employees, unpaid expense bills, and unpaid property taxes are 
examples of accrued expenses. 


Accrued Interest on Notes Payable. The liability because of an 
interest-bearing note payable increases day by day until the note is paid. 
Thus, a 80-day 6% interest-bearing note payable for $6000.00 dated Decem- 
ber 16 will be a liability of $6001.00 December 17, $6002.00 December 18, 
and $6003.00 December 19. In the same manner it will continue to increase 
$1.00 each day until maturity, January 15, at which time the amount of the 
liability is $6030.00. The daily increase in the amount of this liability be- 
cause of the accrued interest is referred to as an accrued liability; the expense 
resulting from this accrued liability, as accrued expense. 

The accrued liability and resulting increase in interest expense because 
of accrued interest on notes payable is usually not given consideration except 
- at the close of a fiscal period. 


Recording Accrued Interest Expense. The accrued expense resulting 
from accrued liabilities is usually not recorded until the contract is completed. 
Applying this to the interest-bearing note discussed in a preceding paragraph, 
the entry January 15 to record the cash paid at the maturity of the note is: 


CasH Payments 


aT 


The’ plan of recording interest expense at the maturity of the note is 
satisfactory when the date and maturity of the note both occur in the same 
fiscal period. When the interest-bearing note is dated in one fiscal period, 
but does not mature until a subsequent fiscal period, it will be necessary to 
record the increase in the liability accrued interest on notes payable and the 
resulting increase in expense at the close of the fiscal period. This is necessary 
that the Balance Sheet may show the correct proprietorship and the Profit 
and Loss Statement the net profit for the fiscal period. 














Janie Neca Notes Payable Note dated December 16. 
ANt5) Interest Expense On above note 
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The liability on an interest-bearing note at the close of the fiscal period 
is the face of the note plus interest from date of the note up to and including 
the last day of the fiscal period. The face of the note is recorded as a lia- 
bility in the Notes Payable account but the increase in the liability because 
of accrued interest is not recorded. This increase in the liability requires an 
entry in the general journal in which an account with the title Accrued Interest 
on Notes Payable is credited and the Interest Expense account debited. 


The 30-day 6% interest-bearing note for $6000.00 referred to in a pre- 
vious paragraph, is dated December 16, hence does not mature until January 
15. If the fiscal year or monthly fiscal period ends December 31, the value of 
the liability accrued interest on notes payable at that time is $15.00. 


The entry in the illustration at the right shows the method of recording 
the accrued liability and the accrued expense. The Interest Expense account 








is debited to record the December 41 19 
increase in expenses re- 
sulting from the use by Lee Sie gee fe Nhe 15\— 
: ecrued Int. on Notes ay.. : 15|\— 
the business of money be- To record the accrued in- 
longing to others. The interest on notes payable. 


increase in the liability is recorded as a credit to the Accrued Interest on 
Notes Payable account. 


Payment of Accrued Interest. Recording the accrued expense at the 
close of the fiscal period because of accrued liabilities makes it necessary to 
give consideration to this record at the maturity of the contract in a subsequent 
fiscal period. Thus, when the $6000.00 note referred to is paid January 15, 
the amount of cash paid is $6030.00, $6000.00 face of the note, and $30.00 
interest. The interest for the first 15 days, however, has already been recorded 
as expense, hence only the interest for the remaining 15 days is expense for the 
fiscal period beginning anaes 2. For this reason, the entry to record the 
cash paid is: . 


CASH Payments 

19 
Janse op wo Notes Payable Note dated Dec. 16 6000 
15 Accrued Interest on Notes Pay. | On above note 15 
15 Interest Expense On above note 15 


This transaction results in a decrease in the asset cash $6030.00, a de- 
crease in the liability notes payable $6000.00, a decrease in the liability accrued 
interest on notes payable $15.00, and an increase in the expense of $15.00. 
When this entry is posted, the Accrued Interest on Notes Payable account will 
be in balance and the interest expense for January recorded as a debit to the 
Interest Expense account. 











Accrued Salaries or Wages. When an employee receives his compen- 
sation weekly or monthly, the amount due him at the end of each business 
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day from the beginning of the contract is an accrued liability. Thus, if the 
owner of a business employs a bookkeeper to begin work Monday morning, 
December 29, at a salary of $21.00 per week payable Saturday night, the 
liability because of his salary on Monday night is $3.50, Tuesday night $7.00, 
Wednesday night $10.50, Thursday night, $14.00, Friday night $17.50, and 
Saturday night $21.00. Accrued wages and the resulting accrued expense 
are usually not given consideration except at the close of the fiscal period. 


Recording Accrued Wages. The accrued expense resulting from 
accrued wages is usually not recorded until the contract is completed. Apply- 
ing this to the salary of the bookkeeper discussed in a preceding paragraph, 
the entry January 8 to record the cash paid the employee is: 


CASH Payments 


19 
Jan. 3 Office Salaries Salary of bookkeeper for 1 week 7a 


The plan of recording accrued expense because of salaries at the maturity 
of a contract is satisfactory when the contract begins and ends in the same 
fiscal period. When the contract begins in one fiscal period, but does not 
end until a subsequent fiscal period, it will be necessary to record the increase 
in the liability accrued wages and the resulting increase in expense at the 
close of the fiscal period. Unless the expense resulting from the accrued 
liability is recorded at the close of the fiscal period, the Balance Sheet will 
not show the correct proprietorship and the Profit and Loss Statement will 
not show the correct net profit for the period. 


The liability because of unpaid wages at the close of the fiscal period is 
the amount due employees at the close of the fiscal period for the number of 
days worked since the last pay day at the agreed wage per day. The accrued 
liability is recorded in an account with the title Accrued Salaries or Accrued 
Wages and the resulting increase in expense in the Salaries or Wages account. 

\ 


The contract with the bookkeeper referred to in the previous paragraph 
begins Monday, December 29, and ends Saturday, January 3. If the fiscal 
year or monthly fiscal period ends December 31, the amount of the liability 
accrued wages at that time is $10.50, three days at $3.50 per day. 


The entry in the illustration at the right shows the method of record- 
ing the accrued liability and the accrued expense. The Office Salaries account 





is debited because this ac- ; Dacamber S419 

count is debited for all — 

salaries paid office em- Office Salaries PS a: yey AB 10|50 ae 
Accrued Salaries............. 

ployees on pay day. The To record the accrued wages 


Accrued Salaries account due bookkeeper. 
is credited to record the 
increase in the liability because the salaries have not been paid. 
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Payment of Accrued Salaries. Recording the accrued _ office salaries 
at the close of the fiscal period because of the accrued liabilities makes it nec- 
essary to give consideration to this record at the maturity of the contract in a 
subsequent fiscal period. Thus, when the $21.00 due the bookkeeper January 
3 is paid, the transaction results in a decrease in the asset cash $21.00, a de- 
crease in the liability accrued wages $10.50, and an increase in the expense 
$10.50. The entry in the cash book to record this transaction showing the 
desired effect on assets, liabilities and proprietorship is: 





























CASH - Payments 

19 | | 
Jan. 3 Accrued Salaries Bookkeeper’s Salary 10/50 
3 | Office Salaries es ee 10/50 








Accrued Expenses. Metered services such as electricity, gas, and 
water will accrue day by day because of the daily service rendered. The usual 
plan is for the company rendering the service to read the meter monthly, 
render a bill for the value of the service, and collect for it at that time. When 
the bill for this service is paid, the accrued liability resulting from this daily 
increase in the cost of the service is canceled through payment of the bill. 

The accrued liability and the resulting accrued expense because of metered 
services are usually not given consideration except at the close of the fiscal 
period. The reason for this is explained in the following paragraph. 


Recording Accrued Expenses. When a bill is received for metered 
service, the bill is paid, hence the liability is not recorded. The entry in the 
illustration below is to record payment of the December electric bill received 


and paid January 2. 
CASH Payments 

















i 


Jan. 12 


2 Miscellaneous Expense December Electric Bill 50 





























‘This plan of recording accrued expenses by paying the bill is satisfactory 
when the bill is paid in the same fiscal period for which the service is rendered. 
When the service is rendered in one fiscal period and the bill not received until 
a subsequent fiscal period, it will be necessary to record at the close of the 
fiscal period the increase in the liability and the expense because of the service. 
This is necessary that the Balance Sheet may show the correct proprietorship 
and the Profit and Loss Statement the correct net profit for the fiscal period. 

The liability at the close of the fiscal period because of metered services 
rendered is determined by reading the meter and ascertaining the value of 
the service at the unit price for the number of units used. The value of the 
metered service consumed but not paid for, is recorded as a debit to the ap- 
propriate expense account, and the amount of the liability as a credit to the 
Accrued Expense account. 

Assuming that the electric light expense of $12.50 referred to in a pre- 
vious paragraph was the value of the electricity consumed during December 
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as shown by the reading of the meter, December 31, and that the annual or 
fiscal period ends De- © 


December 31, 19 
cember 31, the entry to re- 








cord this accrued liability Miscellaneous Expense......... 12/50 

1H AccruedsExpenses ...¢.5 22.5. 12/50 
and the awe Se Reese To record the accrued elec- 
is in the illustration at tric light expense. 


the right. The Miscel- 

laneous Expense account is debited to record the increase in expense, the cost 
of electricity being regarded as a miscellaneous expense. The increase in the 
liability is recorded as a credit to the Accrued Expense account. 


Payment of Accrued Expenses. Recording the accrued expense at 
the close of the fiscal period because of accrued liability makes it necessary to 
give consideration to this record when the bill for electricity consumed is ren- 
dered by the company. Since the expense because of the electricity consumed 
in December has already been recorded as such, the entry to record the bill 
when paid January 2 is: 


CASH _ Payments 


inne 


This transaction results in a decrease in the liability, hence a debit to the 
liability account, and a decrease in the assets, hence a credit to the Cash ac- 
count. When the entry is posted, the Accrued Expense account will balance, 








oe 
Jan. 





2 Accrued Expense December Electric Light Bill 

















Accrued Property Tax. Property taxes are usually assessed annually at 
a designated date and recorded as an expense when paid. When the taxes ap- 
plicable to a fiscal period have not been paid at-the close of a fiscal period, a lia- 
bility will exist because they must be paid in a subsequent fiscal period. The 
amount of this liability may be definitely determined if the taxes have been as- 
sessed, otherwise the amount of the liability will be based on previous assess- 
ments. The accrued taxes, which may be either known or estimated, is referred 
to as the liability accrued property taxes. Recording the liability, accrued 
taxes, results in an increase in the liabilities and a corresponding increase 
in expenses; this is referred to as property taxes. 


At the close of the fiscal period, December 31, G. E. Hunt & Son estimate 
the liability because of unpaid property taxes to be $237.65. The entry to 








Desanber 21-19 record this increase in 

liabilities and expenses is 

Property Taxes.. wes | SLOTS in the illustration at the 

pba Property Taxes... : 237/65 eft. The increase in ex- 
ecrued taxes on proper y is 

at close of fiscal period. penses is recorded as a 


debit to the Property 
Taxes account and the increase in liabilities as a credit to the Accrued Prop- 
erty Taxes account 
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Payment of Accrued Property Taxes. Recording the accrued ex- 
pense because of unpaid property taxes at the close of a fiscal period makes 
it necessary to give consideration to this record when the tax bill is paid in 
a subsequent period. When paid, the Accrued Property Taxes account is 
debited for the amount of the liability and the Property Taxes account debited 
for the remainder which is the taxes applicable to the current fiscal period. 


February 15. G. E. Hunt & Son paid a property tax bill for $262.50. This 
transaction decreases the asset cash $262.50, the liability, accrued property 
taxes $237.65, and increases the expenses $24.85. The entry to record this 
transaction is: 

CaAsH Payments 


237\65 
24/85 


~ When this entry is posted, the Accrued Property Taxes account will be 
in balance and the Property Taxes account will show the expense because 


of taxes. 


If the recorded liability because of unpaid taxes was based on estimate and the amount 
of the tax bill when received is less than the estimate, the balance of the Accrued Property 
Taxes account may be transferred to the credit of the Property Taxes account. If this 
transfer is not made, the over-estimated liability will be given consideration when record- 
ing the liability for property taxes at the close of the fiscal period. 














Taxes on property 
Taxes on property 


Accrued Property Taxes 
Property Taxes 


The Accrued Expenses to be given consideration at the close of the 
fiscal period are usually the following: 

(1) Accrued interest on interest-bearing notes payable. 

(2) Accrued salaries or wages because the pay day is not the same date 
as the close of the fiscal period. 

(8) Accrued expenses because of metered services or dake unpaid expenses. 

(4) Accrued property taxes because of unpaid taxes which have not been 
recorded as a liability. 


Adjustments for Accrued Income and Expenses. If desired, the 
assets and liabilities recorded on the ledger at the close of‘the fiscal period 
because of accrued assets and accrued liabilities may be allowed to remain on 
the ledger until the contracts are completed and recorded at that time as ex- 
plained in the various illustrations. This plan is satisfactory when only a few 
adjustments because of accrued assets and accrued liabilities are required at 
the close of the fiscal period. 


When many transactions during a current fiscal period are affected because 
of accruals recorded at the close of the preceding fiscal period, much time will 
be required to analyze each transaction to determine its effect. To avoid the 
necessity of this analysis, the accruals may be transferred to the appropriate 
expense and income accounts at the beginning of each fiscal period. This 
plan permits recording income and expenses during the current fiscal period 
in the same manner as if no accruals had been recorded at the close of the 
previous fiscal period. 
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The accrued assets and accrued liabilities are transferred to the appro- 
priate income or expense accounts through entries in the general journal. 
The entries in the illustration at the right show the method of transferring 
the accruals recorded in this chapter to the appropriate income and expense 
accounts at the beginning 


Ji Oe Lg. 
of the fiscal period, Janu- —— cel 


ary 2. When this entry interest INCOME ss cccitacs so oss 7/50; 
is posted, the accounts in | Accrued Int. on Notes Rec..... 7150 
hich 1 To adjust the Accrued Inter- 
whic accruals are re- est on Notes Receivable account. 
corded as assets or liabil- 5, 
ities will be in balance and Accrued Int. on Notes Pay.. 15|— 
the appropriate income or icerited: Wageniy wireyirsa. oS «hie ake 10|50 
é Accrued Mxpense: ..¢...-..-.5.. 12/50 
expenses debited or cred- Accrued Property Taxes......... 237)|65 
ited. When these facts Interest Expense... 2.0... 05 15 
Office: Salaries saan. .4 <8 lee 10|50 
are so recorded on the ee aooerep eis Expense........ 121/50 
ledger. each tr - TLODCLLVed QXCS tay. a ecaureo bier, fey: 237\65 
dger, ea v i fara To adjust the accrued lia- 
completed during the pe- bility accounts. 


riod may be recorded with- 

out giving consideration to accruals. All interest collected will be recorded 
as a credit to the Interest Income account and all interest paid as a debit to 
the Interest Expense account. All expense bills paid will be debited to the 
appropriate expense account. 


SUMMARY 


Accruals. Income and expenses accrue daily. No consideration is 
given to the increase in income or expense because of accruals until the close 
of the fiscal period. At the close of the fiscal period, the accrued income is 
recorded as an increase in assets and an increase in the income; the accrued 
expenses are recorded as an increase in the expenses and an increase in the 
liabilities. At the beginning of each fiscal period, it is customary to reverse 
the entry because of accruals so that the income and expenses may be re- 
corded in the appropriate income and expense accounts. 


The Accrued Interest on Notes Receivable Account contains the 
asset interest accrued on notes receivable at the close of the fiscal period. 
This account is debited with the asset value of the accrued interest at the 
close of the fiscal period and credited at the beginning of the next fiscal period 
with the same amount. At the close of the fiscal period the debit balance is 
an asset; during the fiscal period the account is in balance. 


The Accrued Expense Accounts contain the amount of the accrued 
expense at the close of the fiscal period. The account titles required to con- 
tain a record of the accrued expenses are usually Accrued Interest on Notes 
Payable, Accrued Salaries and Wages, Accrued Expenses, and Accrued Prop- 
erty Taxes. Each account is credited at the close of the fiscal period with the 
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liability because of the unpaid expense and debited at the beginning of the 
fiscal period with the same amount. At the close of a fiscal period the credit 
balance of each account shows a liability; during the fiscal period each account 
is in balance. 


Exercise 128, Accrued Expenses 
(ORAL OR WRITTEN) 


1. May 16. A. L. Payne & Son issued a 60-day 6% interest-bearing note 
for $2000.00 to the Dexter Manufacturing Company, a creditor, in full of 
account. (a) What entry is required to record this note on the date of issue? 
(b) What entry is required to record the increase in liabilities because of the 
accrued interest at the close of the fiscal period June 30? (c) State the entry 
in journal form to record the payment of the note at maturity? 

2. June 30, the close of the fiscal period mentioned in the preceding ques- 
—tion, occurs on Thursday. The weekly pay roll of A. L. Payne & Son is $450.00 
equally divided between store salaries and office salaries, payable Saturday, 
July 2. (a) What entry is required to record the accrued wages at the close 
of the fiscal period? (b) What entry is required to record the A. L. Payne 
& Son pay roll when paid Saturday? 

38. At the close of the fiscal period, June 30, referred to in the preceding 
question, a reading of the gas and electric meter for A. L. Payne & Son shows 
the cost of gas and electricity consumed during the month, $14.75. (a) What 
entry is required to record this liability assuming that light bills are charged 
to Miscellaneous Expense when paid? (b) What entrycis required to record 
the payment of the gas and electric bills of $20.00 when received July 15? 

4, At the close of the annual fiscal period, June 30, A. L. Payne & Son 
estimate that the unpaid property taxes applicable to the fiscal year is $116.50. 
What entry is required (a) to record this accrued liability? (b) to record the 
payment of property taxes, $132.25, August 15 in the next fiscal period? 

5. The proprietorship of V. A. Wise at the beginning of the fiscal period, 
October 1, stated in equation form is: 

ASSETS $16,500.00 —LIABILITIES $2,400.00=V. A. WISE, PRop., $14,100.00 


The bookkeeper had failed to record the accrued wages, $85.50. Restate the 
equation showing the correct proprietorship. 


6. The proprietorship of A. L. Lowe stated in equation form is: 
ASSETS $26,200.00 — LIABILITIES $6,100.00 =A. L. Lows, Prop., $20,100.00 


The bookkeeper failed to record the accrued interest on notes receivable, 
$12.50, and the accrued property taxes, $35.00. Restate the equation showing 
assets, liabilities and proprietorship after these accruals have been recorded. 


Exercise 129, Accruals 


At the close of the annual fiscal period, December 31, adjustments are 
required because of the following: office supplies used, $62.90; store supplies 
used, $321.60; delivery supplies used, $896.50; expired insurance on mer- 
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chandise, $198.75; expired insurance on fixed assets, $32.50; expired insur- 
ance on delivery equipment, $375.20; depreciation on office equipment, 
$29.80; depreciation on store equipment, $81.35; depreciation on delivery 
equipment, $321.40; prepaid interest on notes payable, $21.65; accrued interest 
on notes receivable, $32.80; accrued interest on notes payable, $55.50; accrued 
office salaries, $91.45; accrued sales salaries, $44.50; accrued metered expenses, 
$15.90; accrued property taxes, $121.40. 


Instructions. Prepare journal entries to record all of these adjustments. 


Exercise 130, Working Sheet and Reports 
The Trial Balance in the illustration at the right was prepared from the 
ledger of Starr & Com- 
pany at the close of the © 
annual fiscal period, June 


STARR & COMPANY 
TRIAL BALANCE, June 30, 19 





























30. The inventories are ae See 
as follows: merchandise, Notes Receivable... 1).1111/) “880|— 
$6,864.75; store supplies, BUSBY On irate Si eae a 
: : erchandise Inventory....... 
$265.78; delivery supplies, Store Supplies....... . pits aes 720|93 
$15.40; office supplies, Dee sete Oe. oe: he a 
celSuppliest 2 4.508 
$127.50. The accruals a Prepaid insurances. < os 4.4 = 328/95 
as follows: Expired insur- Store Equipment............ 1025|50 
hand Delivery Equipment......... 1275|— 
ance on merchandise, Office Equipment............ 610/25 aM 
2.50; expired insurance Notes Payable............... 1500/— 
eT Accounts Payable............ 2777|50 
on store equipment, Albert: Stare. Capital nmceus: 5000)— 
.385; expired insurance Mabel Starr, Capital......... 5000|— 
Sa onary . Se Pel eS Se lee 3 ee ae ae 38990/30 
on delivery equipment, Sales Ret. and Allow.......... 207\10 
.25; expired insurance Freight Out Suite? eee. 2: 30|15 
epee : Pynckases cnt ar eae, : 21219|32 
on office equipment, Erevan, 11. . miarcterair: 5 0 se 1755|40 
.50; accured interest Purchases Ret. and Allow..... 275/25 
Sa : " Salaries of Sales Clerks....... 3147/90 
on notes receivable, $9.25; Advertising Expense......... 2892/75 
id interest on notes Mise. Seliing Expense........ 55/72 
ee : a d Wages of Truck Driver.......|) 1470/25 
payable, $18.50; accrue Misc. Delivery Expense....... 65) 17 
interest on notes payable, vee Salaries, i+. ics. ee-n: ve 50 
5 UNG aren Ol ee eee, scat tals == 
$8.76; accrued sales clerks’ Mise. General Expense....... 463/85 
salaries, $137.50; accrued Purchases Discount.......... 517/56 
: a 27.25: fnterestelncOmey. seems. see 25/02 
driver’s wages, $ are’ Sales Digcotinte. i sgarkk «akyned 75/18 
accrued office _ salaries, Interest Expense......... 86 53 | pe 
$162.75. Annual deprecia- 54085163 1154085163 
tion: office equipment, ye Se Bees 


5%; store equipment, 5%; 














delivery equipment, 25%. Reserve for bad debts, 14 of 1% of the sales. 

Instructions. From the information given prepare a Working Sheet, 
Balance Sheet, Profit and Loss Statement, adjusting ahd closing entries. 
(Present proprietorship, $14,350.01; net profit, $4,350.01, to be divided equally 
between the partners.) 


ay a“ 49 (ee { a 
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CHAPTER XXIX — 


BALANCE SHEET AND PROFIT AND LOSS STATEMENT 
FOR A PARTNERSHIP 


The illustrations in this chapter contain the account balances on the 
- general ledger resulting from posting the books of original entry illustrated 
in the preceding chapter. The discussion relates to (a) the ten column Work- 
ing Sheet, (b) the classified Balance Sheet and the classified Profit and Loss 
Statement for a partnership, and (c) adjusting and closing entries. 


Transactions Completed by a Partnership. As was explained in 
Chapter X XI, the transactions completed by a partnership do not differ from 
those completed by a sole proprietorship for a similar business. At the begin- 
ning of each fiscal period, the proprietorship of each partner is recorded in 
his Capital account; the sum of the asset account balances on the ledger minus 
the sum of the liability account balances equals the sum of the balances of 
the partners’ Capital accounts. 

Each transaction affects either (a) the assets, (b) the assets and liabilities, 
(c) the liabilities, (d) the assets and proprietorship, (e) the liabilities and pro- 
prietorship, (f) the proprietorship and distribution of profit. Each transac- 
tion completed is recorded so that the proprietorship at the close of each 
fiscal period may be ascertained and recorded in the Capital accounts. 


During the Fiscal Period each sale is recorded as an increase in assets 
and an increase in income for the full amount of the sale. The cost of mer- 
chandise purchased, the selling price of merchandise sold, the cost of sup- 
plies and insurance premiums purchased, and the cost of equipment purchased 
are recorded at the time the transactions are completed. 


At the Close of each Fiscal Period it is necessary to record (a) the 
cost of merchandise sold in all sales, (b) the expense because of supplies con- 
sumed and insurance expired, (c) the expense because of the estimated depre- 
ciation on fixed assets, and (d) the zncome and expense because of accruals. 
The accruals require recording increases in assets and increases in liabilities 
as well as increases in income and increases in expenses. 

The illustrations and the discussion in connection with them in the follow- 
ing paragraphs relate to the work required at the close of a fiscal period. The 
illustrations are based on the transactions completed during the month of 
January by Helm & Stein, the partnership referred to in Chapter XXV 


The Working Sheet on page 347 was prepared from the Trial Balance 
January 31 (shown in the first two columns) and the inventories, accruals and 
depreciation listed at the top of page 345. 
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Merchandise inventory, $18,684.42 

Accrued Interest on Notes Receivable, $2.76 

Office Supplies, $62.25; Store Supplies, $210.10 

Stamps and parcel post insurance coupons, $196.67 

Expired Insurance: on merchandise, $15.50; on fixed assets, $4.50 

Prepaid Interest on Notes Payable, $15.00 

Annual Depreciation on Office Equipment, 6% 

Annual Depreciation on Store Equipment, 6% 

Accrued Interest on Notes Payable, $23.33 

Accrued Wages: Store Salaries, $40.00; Delivery Expense, $7. 50; Office 

Salaries, $50.00. 

The Working Sheet illustrated contains ten columns, two for (a) January 
31 Trial Balance, (b) Adjustments, (c) Adjusted Trial Balance, (d) Balance 
Sheet, and (e) Profit and Loss Statement. The Adjusted Trial Balance con- 
tains the balance of each account on the January 31 Trial Balance and the 
effect of the adjustments on these balances. The method of completion is:in 
the following order. 

(1) The effect of each deferred asset, accrual, and depreciation is recorded 
in the debit and credit Adjustments columns on a line with the account titles 
affected. The accrued interest on notes receivable affects the Accrued In- 
terest on Notes Receivable and Interest Income accounts; the office supplies 
inventory affects the Office Supplies and Office Supplies Used accounts, ete. 
The trading accounts are not adjusted on the Working Sheet, but since the 
merchandise inventory, January 31, is needed in completing the Working 
Sheet, the amount is recorded in the Adjusted Trial Balance Dr. and Cr. 
columns on a line with the Merchandise Inventory account. 

(2) The effect of the debit and credit adjustments on the account bal- 
ances is shown by the new account balances extended in the Adjusted Trial 
Balance columns. Where there are no adjustments on an account, the amount 
in the January 31 Trial Balance column is extended in the Adjusted Trial 
Balance column. Thus, the balances of the Cash and Notes Receivable accounts 
in the Trial Balance Dr. column are extended in the Adjusted Trial Balance 
Dr. column. The $2.76 in the Adjustments Dr. column on the line with Accrued 
Interest on Notes Receivable is entered in the Adjusted Trial Balance Dr. 
column. The balances of the Accounts Receivable and Merchandise Inventory 
accounts in the Trial Balance Dr. column are extended in the Adjusted Trial 
Balance Dr. column. The $64.50 in the Adjustments Cr. column on the line 
with Office Supplies is subtracted from the balance of the account in the Trial 
Balance Dr. column, and the difference is entered in the Adjusted Trial Bal- 
ance Dr. column. The other amounts are extended in a similar manner. 

Since the January 31 Trial Balance is in balance.and the sum of the debit 
adjustments equals the sum of the credit adjustments, it is evident that the 
Adjusted Trial Balance will balance if the extensions are made as suggested. 

(3) The balance of each account in the Adjusted Trial Balance Dr. or 
Cr. column is extended into one of the four columns provided for (a) assets, 
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(b) liabilities and proprietorship, (c) costs and expenses, and (d) income. The 
January 31 inventory, $18,684.42 (Merchandise Inventory Dr.), is an asset, 
and is entered in the Assets column. The January 1 inventory, $15,500.00 
(Merchandise Inventory Dr.), is a cost and is entered in the Costs column. 
The credit of $18,684.42 in the Merchandise Inventory account is entered in 
the Income column because this amount is a deduction from the total cost of 
merchandise purchased as shown by the beginning inventory and the Purchases 
account entered in the Costs column. The book value of fixed assets is extended 
into the Assets column. 

(5) The purpose of the Working Sheet is to ascertain present proprietor- 
ship, net profit and proof of their correctness. » This information is provided 
through the totals of the Balance Sheet and Profit and Loss Statement columns. 
The totals of the Balance Sheet columns stated in equation form are: 

ASSETS $36,409.29 = LIABILITIES $10,655.63+R. S. HELM, CAP. $12,876.83 + 
A. N. STEIN, CAP. $12,876.83 


The totals of the Profit and Loss Statement columns stated in equation form are: 
ToTAL INCOME $27,396.63 — TOTAL EXPENSES $26,642.97 = NET PROFIT $753.66 
Proof is secured from the following equation: 

PRES. CAPITAL $25,753.66 — INVESTED CAPITAL $25,000.00 = NET PROFIT $753.66 


The Balance Sheet on page 348 was prepared from the Balance Sheet 
columns on the Working Sheet page 347. Each partner will receive a copy of 
the Balance Sheet, hence will be interested in having detailed information 
regarding the nature of the assets and liabilities. For this reason, the assets 
are arranged in three groups, current. assets, deferred assets, and fixed assets. 


Current Assets include cash and those assets which will become cash in 
the usual operations of the business. Notes receivable and the accrued inter- 
est will become cash when due and collection is made from the maker of each 
note. Accounts receivable will become cash when collection is made from each 
charge customer. Merchandise in stock will become cash when sold for cash 
or sold on credit and cash received from the charge customer. 


Deferred Charges which are sometimes referred to as deferred assets 
include those assets on hand at the close of the fiscal period which were pur- 
chased for use in the operation of the business, but have not yet been con- 
sumed. Deferred charges include property and services. Property consists 
of all types of supplies for use in the office, store room, and delivery department. 
Services include prepaid insurance and prepaid interest on notes payable. 

Fixed Assets include those assets purchased for use in the business. 
which will be of service for a number of fiscal periods. Fixed assets include 
real and personal property. All types of fixed assets except land decrease in 
value day by day. The book value of a fixed asset is the difference between 
its cost value and the recorded depreciation. 

Current Liabilities include those which will be due and payable within 
a short time. Each note payable will mature within sixty or ninety days. 























































































































oe C, rb § 
Ch. 29] THE WORKING SHEET 347 
° 
Yorking itech, fancwaty 3, /G 
V -Zushk & : Tit, Con o 
: 76713 76783 F767R3 
b Mota eccevalele S/ FY, &/ flo 
ea aneia 2yl 276\\ ay6 
Cfecounts hécetvable’ || vguupe ; upume| Wg. 
= Levcbarditshrventely (5S00\— | (E500 Y Pore, 8 6 PLD. (5F00|= "Fb 
. We na Dappled 12, bygo)| 62 
irre Applied \| 2325 | \|72 2oVa, 2r0Ve 
Weadage I Madutanes 22207, tal ge /9bl7 
Biepaidtintitance-_| 2#0- 2a-|| 220|— 220— 
es ons e hont oles ley 45- 45\— /5\~ 
Ybeoe’ gece pose eeeh~ 1GFO\- || Prd /G50\— | al 
Ape fiairer pol Soca pe 7H 
2, Vaaae JSSo\- | SS50|— SYTBS) 
ip Miuetue Z 275, 
Jo00g— Jaqoo— 
23133) rol 
BR4FO 3HE0, 
Lisi poh 
Y 2500 — Y 2500 - 
/2500— paoa= 
G4 PLLOULS- 
Z20- 
Svgty/a 
/1 782 ap 
72. 
. Jboi- 
op 
YE 
‘a 
275) a 
Jao 
UuSO— 
ae 
Qtr} G 
ba { 4 
a r) 
13 ‘ /3 a 
2490 Zi 0 
2436 2436 
3397, L57h 
I ae ae 
2660297| 2939063 
b6 i= 
peepee eer 
| 
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The amount paid at maturity will include the face of the note and interest for 
the time of the loan. Each account payable will be due and payable within 
thirty or sixty days. The accrued wages will be due on the first pay day in 
the next current fiscal period. 

The current assets will be required for paying current liabilities when they 
mature. Showing the current assets in one amount and current liabilities in 
one amount permits each partner to know the amount of current assets avail- 
able for paying current liabilities. 


Proprietorship is the equity of the partners in the assets belonging to 
the partnership after the liabilities are deducted. The proprietorship of each 
partner is shown separately so that each may know his equity in the assets. 


HEIM & STEIN 
BALANCE SHEET, JANUARY 31, 192 . 
















. 


Total Fixed Assets 2487.50 


Total Assets 36409.29 


Current Iiabilities: 


Notes Payable. .... ° 
Accrued Interest on Notes “Payable. 
Accounts#Pavyabile! sms) = «-\e aetehie (6 
Acorucd: Wagesis| 6 « « © + ev ieme « 


7000.00 
23.33 
3534.80 


eS 
Current Assets: | 
Cash e e e e e e e e e e ° e e . e e e . e . 8767. 33 
Notes Receivable . . . 6 e « ce ities IF 818 .4Q 
Accrued Interest on Notes Receivable ives 2.76 
Accounts Recelvables «<6 « « « 6 6 © sles 4944.86 
Merchandise Inventory. < .0% « « « « « « e 18684.42 
Total Current Assets | 33217 .77 
Deferred Charges 
Office Supplwesirr. ete “ol wreiie. eneiie wate? le ce 62.25 
Store Supplies... .. rac: CCA 210.10 
Postage and Parcel Post Insurance. Sian e* © is 196.67 
Prepaid Insurance. eee @ eeeeee 220.00 
Prepaid Interest on Notes Payable. a ate «© 15.00 
Total Deferred Charges 704.02 
Fixed Assets: 
Office Equipment . <5 « « ss « » « 1950.00 
Less Depreciation Reserve ... 9.75 
Store Equipment. . . . . ee eames PODULOO | 
Less Depreciation Reserve hans 2.75 || 547.251! 


1940. ES 


eeees 
eeoee 
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Total Liabilities 


Proprietorship: 


R. S. Helm, Present Proprietorship ..... 
A. N. Stein, Present Proprietorship. .... 


12876 .83 


Total Proprietorship 





Illustration 64, Balance Sheet for a Partnership 
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Profit and Loss Statement. The Profit and Loss Statement on page 
350 was prepared from the Profit and Loss Statement columns on the Working 
Sheet, page 347. The increases and decreases in proprietorship are classified 
as (a) operating income, (b) cost of sales, (c) selling expenses, (d) general 
expenses, (€) non-operating income, and (f) non-operating expenses. 


Operating Income is that anticipated as the chief source of revenue at 
the time the business was organized. When the partnership was formed, the 
partners expected to derive a profit from the sale of merchandise, hence the 
balance of the Sales account is the operating income. This is decreased through 
sales returns and allowances which are deductions from sales. 


Cost of Sales. The cost of merchandise made available for sale less the 
inventory value of merchandise at the close of the fiscal period is the cost of 
the merchandise sold. The cost of sales is shown immediately following oper- 
ating income because the cost of the merchandise sold is subtracted from the 
net returns from sales to ascertain the gross profit on sales. 


Selling Expenses include the expenditures necessary to earn the oper- 
ating income. These are referred to as selling expenses because they are 
_ incurred to make sales. Selling expenses include (a) salaries of sales clerks, 
(b) advertising expense, (c) delivery expense, (d) store supplies used, (e) expired 
insurance on merchandise and store equipment, (f) depreciation on store equip- 
ment, (g) depreciation on delivery equipment, and (h) miscellaneous selling 
expenses (expenses too small to be classified). When the firm owns its own 
delivery equipment, the various expenses required to maintain the delivery ~ 
equipment are selling expenses and are included with this classification. 


General Expenses are those expenditures necessary to maintain the 
office and include (a) rent, (b) office salaries, (c) partners and officers salaries, 
(d) expired insurance on fixed assets, (e) office supplies used, (f) depreciation 
on office equipment, and (g) miscellaneous general expenses (expenses too small 
to be classified). 


Non-operating Income refers to income earned in addition to the 
operating income. Purchases discount and interest income are the only non- 
operating income on the Profit and Loss Statement illustrated. Non-operating 
income is usually shown on the Profit and Loss Statement as an addition to 
the net profit from operations. 


Deductions from Income include those expenditures which are not a 
part of the usual operating expenses. Sales discount and interest expense are 
the only two non-operating expenses on the Profit and Loss Statement illus- 
trated. Non-operating expenses are usually shown on the Profit and Loss 
Statement as deductions from income following the non-operating income. 


Net Profit. The profit from the ordinary operations of the business is 
referred to as Net Profit from Operations. The sum of the Net Profit from 
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Operations and non-operating income (Other Income) is considered Gross 
Income. Gross Income minus non-operating expenses (Deductions from 
Income) is Net Profit. 


HELM & STEIN 


PROFIT AND LOSS STATEMENT FOR MONTH ENDING JANUARY 31, 192 . 








Income from Sales: 


Gross Sales. . e «ee ° © © «9 ‘eo “ee. 6 6: “e 
Less Sales Returns and Allowances. ‘ 


8440.45 

20.00 

Net Sales e e °e e e e e ° e e e 8420.45 
Cost of Merchandise Sold: 

Merchandise ee Jan. 1. 

Purchases. . « e 

Less Returns and * Allowances 

Net Purchases. .« . « « « « « « 

Vag ress shee AoA 6 foo oO oO ° 

Cost of Mdse. Available for Sale. 

Less Inventory, Jan. 31... .«. 






24007. 07 
18684.42 


Cost of Merchandise Sold. . « « « « e 5322.65 


Gross Profit on Sales. . « e e « 3097.80 
Expenses: 
Selling Expenses: 
Store Salaries. . «. « «+s s+» 00.00 
Delivery Expense. « « « « « « « « 67.50 
Store Supplies Used . . « « « « « 122.65 
Expired Insurance on Merchandise. 15.50 
Depreciation on Stores Equipment. 2.75 568.40 
General Expenses; 


Rent Expense. . . « « « « « « « « 800.00 
Office Salaries. .2. << sie « © « « 450,00 
Partners Salaries . . . « » « e » 1000.00 
Office Supplies Used. . . « « « « 64,50 
Postage Used. e e e e e e e e e e PATE, 60 


Expired Insurance on Fixed Assets 4,50 
Depreciation on Office Equipment. 9.75 
Miscellaneous Expemse . « « « e e 13,55 1867.70 


Total, EXpenses.e 3 cue «6 « © «© © Kel ete —2436.,10 


Net Profit from Operations . .. . 661.70 
Other Income: 
Purchases) Discounts.) . « « = «6 wiles 6 5° 129.90 
IMCETES be LMCOME., ene) 6) oleh elles) «lle inne eile 
Total Othermincome. w«#< « «6 « «6 «le —__154.26 
Gross Income . . « « « « « sae Seg 5 815.96 
Deductions from Income; 
Sales Discount... © « 0 « « «© «© =» le 63.97 
Interest Expense e e ° e ° ° e ° e e e e e e 
Total Deductions from Income. . » «» e e aa De 
Net Profit e . e e e e e e e e e e 753.66 
I =e 


Illustration 65, Profit and Loss Statement for a Partnership 
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The Adjusting Entries on page 352 are those needed to record the 
adjustments in the Adjustments columns of the Working Sheet on page 347. 


The Trial Balance in the first two columns of the Working Sheet was 
prepared from the ledger. Ifthe accounts on the ledger are to show the account 
balances in the Adjusted Trial Balance on the Working Sheet, it will be neces- 
sary to record these adjustments in the journal and post them to the ledger. 


The adjusting entries are usually recorded in the same order as the ad- 
- justments are entered in the Adjustments columns on the Working Sheet. The 
entries in the illustration on page 352 may be briefly described as follows: 


(1) Entry to record accrued assets. Accrued interest on notes receivable 
is the only accrued asset. The first entry in the illustration records the increase 
in assets and increase in income because of the accrued interest. 


(2) Entries to adjust the deferred charges. The second entry in the illus- 
tration records the increase in expense because of the consumption of the 
three classes of supplies; the third entry, the increase in expense because of 
expired insurance on two classes of property; and the fourth, the decrease in 
the expense because part of the interest expense is applicable to a later period. 


(8) Entry to record the depreciation of fixed assets. The fifth entry in 
the illustration records the increase in expense because of the depreciation on 
two classes of fixed assets. The increase in expense is recorded in two expense 
accounts with descriptive titles and the estimated decrease in the value of the 
assets, in two depreciation reserve accounts with descriptive titles. 


(4) Entries to record the accrued liabilities. ‘There are two accrued lia- 

bilities, interest on notes payable and accrued wages. The sixth entry in the 
‘illustration records. the increase in expense because of accrued interest on 
notes payable and the seventh and concluding entry records the increase in 
expense because of wages earned by employees but not paid. 


(5) Merchandise inventory. When the trading account balances are sum- 
marized in a trading division of the Profit and Loss Summary account, the 
adjustment for the merchandise inventory is not made through the Purchases 
account. ‘The merchandise inventory is recorded in connection with the 
closing entries as shown on page 353. 


The Closing Entries on page 353 are those necessary to summarize 
the increases and decreases in proprietorship in the Trading, Profit and Loss 
Summary account and to transfer the balance of this account (net profit) to 
the partners’ accounts. These entries are required to close the temporary 
proprietorship accounts and record in each partner’s Capital account his share 
of the net profit for the fiscal period. When these closing entries are posted 
the account balances on the ledger provide the needed information for the 
equation ‘ASSETS = LIABILITIES + PROPRIETORSHIP.” 


(Continued on page 354) 
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Illustration 66, Adjusting Entries tGauet: J paral Page 2) 





“THE CLOSING ENTRIES 
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Illustration 67, Closing Entries (General Journal, Page 3) 
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Illustration 67, Closing Entries—Concluded (General Journal, Page 4) 


The information for the closing entries is obtained from the Profit and 
Loss columns on the Working Sheet. The account on the line with each 
amount in the Costs and Expense column is credited and the account on the 
line with each amount in the Income column is debited. Each account may be 
closed by a separate entry, or compound journal entries may be used as in 
Illustration 67. The closing entries are usually made in the following order: 

(1) Entries to summarize the trading accounts. The first four entries on 
page 353 are to record the inventory, January 31, and summarize in the Trad- 
ing, Profit and Loss Summary account the balances of the trading accounts. 
The first entry transfers the inventory, January 2; the second records the mer- 
chandise inventory, January 31; the third transfers the trading accounts with 
a credit balance; and the fourth transfers the trading accounts with a debit 
balance. When this entry is posted the Trading account is balanced by enter- 
ing the profit on sales on the debit side. The account is then ruled and the 
profit on sales carried down to the credit side below the ruling. 

(2) Entry to summarize the operating expense accounts. Two compound 
' journal entries are made to transfer the balance of each operating expense 
account to the Trading, Profit and Loss Summary account; the fifth and 
sixth entries in the illustration on page 353 show the method of making this 
transfer. 

(8) Entry to summarize the non-operating income accounts, One compound 
journal entry is sufficient to transfer the balance of each non-operating income 
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account to the Trading, Profit and Loss Summary account; the first entry in 
the illustration on page 354 shows the method of making this transfer. 

(4) Entry to summarize the non-operating expense accounts. One com- 
pound journal entry is sufficient to transfer the balance of each non-operating 
expense account to the Trading, Profit and Loss Summary account; the 
second entry in the illustration on page 354 shows the method of making 
this transfer. 

(5) Entry to close the Trading, Profit and Loss Summary account. The 
balance of the Trading, Profit and Loss Summary account which shows the 
net profit is transferred to the partners’ Capital accounts in accordance with 
the terms of the Articles of Co-partnership. This transfer is made through one 
compound journal entry as illustrated in the third entry on page 354. 


The Trading, Profit and Loss Summary Account in the illustration 
below shows the results of posting the closing entries on pages 353 and 354. 
It is customary when summarizing account balances in a summary account to 
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write the account title in the explanation column of the summary account. 
This plan facilitates auditing the Profit and Loss Statement with the sum- 
mary account. If desired, the adjusting and closing entries may be recorded 
in the general journal from the information contained on the Working Sheet, 
and the Profit and Loss Statement prepared from the Trading, Profit and 
Loss Summary account. The information contained on the Profit and Loss 
Statement is the same whether it is prepared from the Working Sheet or from 
the summary account. 


The Post-closing Trial Balance below was prepared from the ledger 
after the adjusting and closing entries were posted and the accounts that bal- 
ance ruled. This Trial Balance is prepared to prove that the ledger is in bal- 
ance at the beginning of the next fiscal period. These account balances provide 
the information in the following equation: 


ASSETS $36,409.29 = LIABILITIES $10,655.63-+ PROPRIETORSHIP $25,753.66 
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Illustration 68, Post-closing Trial Balance 
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Classification of Accounts. The account titles listed below are those 
contained in the ledger of Helm and Stein, and those referred to in this and 
preceding chapters. The accounts are arranged in the order in which infor- 
mation is reported to the proprietors in the Balance Sheet and Profit and 
Loss Statement. This is for the convenience of the bookkeeper in making up 
reports and in recording and locating information. The accounts are grouped 
or classified under titles indicating their nature as explained on pages 347-349. 


BALANCE SHEET 


CURRENT ASSETS 
Cash 
Notes Receivable 
Accrued Interest on Notes Receivable 
Accounts Receivable 
—Reserve for Bad Debts 
- Merchandise Inventory (ending) 


DEFERRED ASSETS 
Office Supplies 
Store Supplies 
Prepaid Insurance 
Postage and Parcel Post Insurance 
Prepaid Interest on Notes Payable 


FIxED ASSETS 
Office Equipment : 
—Depreciation Reserve for Office Equip. 
Store Equipment - 
—Depreciation Reserve for Store Equip. 


CURRENT LIABILITIES 
Notes Payable 
Accrued Interest on Notes Payable 
Accounts Payable 
Accrued Wages 


Capita (PROPRIETORSHIP) 
R. S. Helm, Capital 
R. S. Helm, Drawing* 
A. N. Stein, Capital 
A. N. Stein, Drawing* 


*Drawing accounts are required only 


for the purpose explained on page 255. 


PROFIT AND LOSS STATEMENT 


OPERATING INCOME 


Sales 
—Sales Returns and Allowances 
—Freight Out 


Cost oF MERCHANDISE SOLD 
Merchandise Inventory (beginning) 
Purchases 
Freight In 
—Purchases Returns and Allowances 


OPERATING EXPENSE 


SELLING 
Store Salaries 
Advertising Expense 
Delivery Expense 
Store Supplies Used 
Expired Insurance on Merchandise 
Depreciation on Store Equipment 
Expired Insurance on Store Equip. 
Miscellaneous Selling Expense 


GENERAL 


Rent Expense 

Office Salaries 

Partners’ Salaries 

Office Supplies Used 

Pcstage Used 

Expired Insurance on Office Equip. 
Depreciation on Office Equipment 
Loss on Bad Debts 

Miscellaneous General Expense 


NON-OPERATING INCOME 
Purchases Discount 
Interest Income 


NON-OPERATING EXPENSE 


Sales Discount 
Interest Expense 


Fach account title preceded by a minus sign represents a deduction from 
the title on the line immediately above it. For example, Reserve for Bad 
Debts is a deduction from the current asset Accounts Receivable. It is not 
an asset, but it is classified with the current assets since the net value of Ac- 


- counts Receivable is the difference between the Accounts Receivable account 


and the Reserve account. The minus sign preceding the title indicates that it 
is a deduction from the group with which it is classified. 
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Exercise 131, Classification of Accounts 


1. The account in the illustration at the right appears on the ledger of 
May Sisters. (a) What 











is the balance of the ac- EXPIRED INSURANCE ON MERCHANDISE 
count? (b) Is it an in- 92 
come or expense? (c) Fane [a0 87/65 














State its classification. 


2. (a) What is the purpose of the journal entry in the illustration at the 


June 30,192 left? What is the classi- 

i ae ee aac ice Me pO rece 

Supplies Used.............. 21/50 affected? (c) the expense? 
Supplies =. ares ee ees 21 


If the amount stated is 
one-third of the supplies 
purchased, what is the balance of the Supplies account (d) before the entry 
is posted? (e) after it is posted? 


To record supplies used. 


8. State the classification for the following accounts: (a) Interest Ex- 
pense, (b) Sales Clerks Salaries, (c) Partners Salaries, (d) Rent Expense, 
(e) Advertising Material Used, (f) Sales Discount, (g) Purchases Discount? 


4. “Received credit at the bank for $252.00, proceeds of a 6% interest- 
bearing 60-day note (face value $250.00) collected by the bank, less 50c col- 
lection charges. (a) State the entry to record this transaction. (b) State 
the classification of each account in the entry. 


5. (a) What is the purpose of the journal entry in the illustration at the 


right? (b) What expla- May 11, 192 

nation should be written 

under it? (c) What effect Day. & Con .d.2s, 2-seaee 12/50 
Purchases Returns........ 12/50 


does this entry have on 
the total purchases? What , 
is the classification of (d) the expense affected? (e) the liability affected? 


6. “Paid $4.50 for gasoline to be used in delivery truck.” (a) What 
class of assets is affected by this transaction? (b) What class of expenses? 


7. “Paid $87.50 for 10 gasoline coupon books to be used for purchasing 
gasoline for delivery truck.” (a) What classes of assets are affected by this 
transaction? (b) When will these assets be recorded as expenses? (c) What 
is the classification of the expense affected? 


8. “Gave the Seton Realty Company a check for $250.00, rent for one 
month.’ What class of assets and expense are affected? 


9. At the close of the fiscal period the insurance register showed expired 
insurance as follows:- merchandise, $86.50; office equipment, $18.75; store 
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equipment, $18.50; delivery equipment, $98.75, What classes of expenses 
are affected through recording the expense resulting from the expired in- 
surance? 


10. How will the following accounts be classified: (a) Sales Returns, 
(b) Sales Allowances, (c) Purchases Returns and Allowances, (d) Purchases, 
(e) Freight In, (f) Freight Out? 


11. “Expired insurance on office equipment $12.50, store fixtures $15.75, 
and delivery equipment $25.50.’ What two classes of expenses are affected? 


12. “Gave the Prince Realty Company check for $250.00 in payment 
for May rent.” (a) In what book of original entry will this transaction be 
recorded? (b) What class of expense is affected? 


18. “Received from L. M. Atkins check for $126.25, collection of his 
60-day note for $125.00 and interest.”’ (a) In what book of original entry will 
this transaction be recorded? (b) What class of income is affected? 


14. “Gave L. J. Hunt a 60-day 6% interest-bearing note for $206.50 in 
settlement of past due account, $204.00, and interest, $2.50.” (a) In what 
book of original entry will this transaction be recorded? (b) What accounts 
are debited and credited? (c) What class of liabilities is affected? (d) What 
class of expense? 


Exercise 132, Classifying and Arranging Accounts 


The account titles required to record the transactions completed by 
Moore Brothers, a partnership owned and operated by A. B. Moore and 
C. T. Moore are as follows: 


Shipping Room Equipment Notes Payable C. T. Moore, Capital 
“Accounts Receivable Purchases Misc. Selling Expense 
Shipping Supplies Advertising Expense Purchases Discount 

Dep. Res. for Store Equip. Advertising Material Interest Income 

Office Supplies Interest Expense Store Equipment 

Sales Office Equipment Sales Discount 

A. B. Moore, Capital . Petty Cash Notes Receivable 

Freight In Sales Ret. and Allow. Prepaid Insurance 

Office Salaries A. B. Moore, Drawing Pur. Ret. and Allow. 
¥ Cash Sales Salaries C. T. Moore, Drawing 

Merchandise Inventory Accounts Payable 


Instructions. (1) Copy these account titles and arrange them in the 
order of current assets, deferred charges, fixed assets, liabilities, capital, in- 
come, costs and expenses. 

(2) Indicate at the right of each account whether it usually shows a 
debit or a credit balance by writing the word “Dr.” or “Cr.” on a line with it. 
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Exercise 133, Classified Reports 


D. C. Bauer and L. A. Smith are equal partners in the Quick Service 
Plumbing Shop. They buy plumbing fixtures, install them and bill the cus- 
tomer at the agreed price which includes the material costs and labor. At 
the beginning of the fiscal period, March 1, the property and property rights 
of the partnership expressed in equation form were: 


ASSETS $4,371.50 — LIABILITIES $2,371.50 = PROPRIETORSHIP $2,000.00 


The Trial Balance at the left shows the account balances in the ledger 

as a result of the transactions completed during the month of March. It is 
Quick SERVICE PLUMBING SHOP desired to ascertain the 

TRIAL BALANCE, March 31, 192 property and_ property 





























aes ee rights of the partners at 
ASTM heptane ee eS : 
Notes Receivable. ..:2.5.....-.2.4. 350|— the close of the business, 
paceupts BeoauAuls. oe et See eee 1275|75 , March 31, which ends 
eserve for Ba (2] a ae er Pee 14,50 . 
Plumbing Material cnt eR Be Es 385/60 the monthly fiscal period. 
pate appre a ae od eS Se ae Since labor costs are in- 
elivery7 Supplies. aqccice in ne one : : . 
PrepardyInsurantes....s.8 oes oe ee. 105 40 cluded in the selling prices 
Stock Room ee Saget is dth || 426/80 of the plumbing fixtures, 
fay for Rep. of Stock Room Bauip. | 691 || - 995 the labor costs will reduce 
paiva for poe of Del. Equip..... 11215 the gross profit on sales. 
otes Payables scaceut insite cuitis Oyen re 424)70 : : 
ACCOUNTS AV aDles cater tn ee 8 oe 275/90 The inventories are as 
Dre. ae ee ger Negi re 5 oats 1500\— follows: plumbing ma- 
AIS ep dod ae = a 237803 terial, $542.50; office sup- 
Sales Ret. and Allow............... 16/50 plies $18.75; delivery sup- 
Purchases. . eh otes 662/35 li $9.10 
Purchases Ret. and Allow........... 1380.9 PROS tess 
pay DIDS eee eaten eal ae eae ne #3 ae 3 Expired insurance: on 
lhe (6) aa PIE Ah, RO RS, Ye Phu i : z 
Delivery Eixponse. Sages. ep y+ oe: = 70\74 plumbing material, $6.20; 
Office Balawes: . 3,44. it stun doles 150\— on delivery equipment, 
Partners, palaces. on oe sank es 800)— $11.50; k 
Begs Mears. seh oes 150\= 00; on stock room 
ee General Expense...... 14880 aa equipment, $3.70. Ac- 
Purchases Discount saessee see <6 s 2 . és 
Interest Incomet sc... hee vee eee 3/10 crued interest a cu 
Sales veo ake. ne Drewes Geta ee pea a # $1.75; interest paid in 
Interest Wepense eich. ceca cite ers Ly _ advance, $4.18. Reserve, 
6311/80 || 6311/80 for bad debts, $25.52, 











[|i | which is 2% of the Ac- 

counts Receivable. An- 

nual depreciation on stock room equipment, 10%; and delivery equipment, 
20%. 


Instructions. (1) Prepare a Working Sheet, Balance Sheet, Profit and 
Loss Statement, and the adjusting and closing entries. 

(2) State the classification of each account in the Adjusted Trial Balance 
columns of the Working Sheet which you prepared. 
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CHAPTER XXX 
CONSIGNMENTS 


The method of recording the transfer of merchandise when it is sold for 
cash or on credit, and the title passes from the seller to the buyer, has been 
discussed in preceding chapters. Merchandise is sometimes transferred, 
however, without there being a change in ownership. The discussion in this 
chapter relates to the method of recording such transactions. 


A Consignment is merchandise placed by the owner with another to be 
sold for the owner. The owner is known as the consignor and the one with 
whom the merchandise is placed as the consignee. The title remains vested in 
the consignor until the merchandise is sold by the consignee. Merchandise re- 


ceived by the consignee from the consignor is referred to by him as a con- 


signment 7m and the same merchandise by the consignor as a consignment out. 
The merchant who sells merchandise as a consignee is known as a commission 


‘merchant. 


The Relation of the Consignor and Consignee is that of principal and 
agent. The agent must follow the instructions of the principal in regard to the 
sale of consigned merchandise which belongs to the principal; in the absence of 
any specific agreement, the agent is required to follow the usual trade cus- 
toms applicable to the line of business in which he is engaged. The consignor 
is responsible to the consignee for all expenses incurred by the consignee in 
connection with the consignment. The consignee is responsible to the con- 
signor for all merchandise sold by him. The consignee must take the same 
care of the consigned merchandise as he does of his own merchandise. 


Reason for Consignments. The prime purpose of consignments is to 
sell merchandise. The consignment plan of selling is used whenever the con- 
signor believes it will be to his advantage to retain title until the merchandise 
is sold or whenever the dealers will not handle his goods on any other terms. 

Live stock, cotton, fruit, vegetables, poultry and eggs are examples of 
the classes of merchandise usually sold through the consignment plan of selling. 
This plan is also applicable to the marketing of a new product which is un- 
known to the public. The manufacturer places his product with dealers on 
consignment. The consignor retains title to the consigned goods until sold 
by the consignee; the consignee does not pay for the goods until sold. 


Transactions Completed by the Consignor. From the point of view 
of the consignor, merchandise placed on consignment is only a transfer of his 
own merchandise from one place to another, hence, no transaction is com- 
pleted. The only record required of the transfer is to provide information 
regarding the location of the merchandise. This information may be pro- 
vided through retaining a copy of the list of merchandise sent to the consignee. 
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This list may be made on a regular invoice or on a form known as an invoice 
of shipment. The original of the invoice of shipment is sent to the consignee 
and a copy retained by the consignor. 


A report of the merchandise sold by the consignee, is to the consignor a 
transaction. This report is usually on a printed form known as an account 
sales. Information recorded on this form includes the sales made by the 
consignee, the expenses incurred, and the amount due the consignor, referred 
to as the net proceeds. 


When cash is received from the consignee for the net proceeds shown by 
the account sales, the transaction results in an increase in the asset cash for 
the amount of the cash and an increase in the income, usually referred to as 
consignment sales, for the same amount. The transaction is recorded in the 
cash book as a debit to the Cash account and a credit to an account with the 
title Consignment Sales. If desired, the Sales account may be credited. 


When an account sales is received and a check does not accompany it, 
the transaction results in an increase in the asset accounts receivable and an 
increase in the income consignment sales for the net proceeds shown on the 
account sales. 


June 30. The Southern Fruit and Vegetable Company consigned 
to Thompson and Strong, two hundred crates of berries. 


The invoice of shipment in the illustration below was prepared in duplicate. 
The original, shown in the illustration, was mailed to Thompson and Strong, 
the consignee, and the duplicate retained by the Southern Fruit and Vegetable 
Company, the consignor. This duplicate contains the desired information * 
regarding the location of the berries. 


Invoice of Shipment. 


No. 716 ATLANTA, GA._dune 30, 9__ 


Invoice of —Berries 


Shipped via Consigned to—thompson & Stron, 


Cinei ti, Ohio to be sold for account and risk of 
Southern Fruit & Veg. Co. Consignors. 


roo erates, Rrerion ______.ai | _om Joo} _] 
Bee Soa eae ee 





Illustration 69, Invoice of Shipment 


) ‘When the merchandise consigned is listed on an invoice, it is customary to use an 
invoice printed on a different color paper than that used for sales of merchandise, 


{ 
| 
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July 6. The Southern Fruit and Vegetable Company received from — 
Thompson and Strong, a check for $511.88, and an account sales 
showing the net proceeds resulting from the sale of the berries 
described as consignment No. 716. 


The illustration below shows the account sales; the check is not illustrated 
because the form is the same as in previous illustrations. 


ACCOUNT SALES 


CINCINNATI, OHIO, = VEEP BA Ate 
CN 


Address 
Below please find account sales of 200 


Sold by THOMPSON & STRONG, Commission Merchants 


_Received Week 2 — 19_ —and sold for account of 


DeeLy| | Freie Paar 
Aa 








§ 





R 








Drayage SZ 7 
AW 


Returns 


dS 
Q 





Advances 


37 | Storage 








Insurance 


a 





Commission 








Net Proceeds 








v 
9 





.——- a i : 
8 I 


Illustration 70, Account Sales 


The Southern Fruit and Vegetable Company placed the two hundred 
crates of berries with Thompson and Strong because it wished to retain title 
to the berries until sold, hence, a check for $511.88 is to this firm, the selling 
price of the berries. For this reason the only entry required is to record the 
cash and the sale. 

The entry in the illustration below shows the method of recording this 
sale in the cash book. 


CASH 
















Date L.F Account Credited Explanation Amount 


aly | 6 Net Proceeds No. 716 | ca 88 


The account with Consignment Sales is credited to distinguish between 
merchandise sold on other plans from that sold on consignment. Unless it is 
desired to make this distinction, the Sales account is credited. 


Consignment Sales 
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Accounts with Each Consignment Out. Usually it is not necessary 
that the consignor maintain a separate account with each consignment be- 
cause the copy of the invoice of shipment contains full information in regard 
to the consignment. When the nature of the merchandise is such that it is 
advisable for the consignor to pay the freight, or if the arrangement with the 
consignee requires remittances from time to time instead of in one amount, 
it will be necessary to maintain separate accounts for each consignment. 
The title of each account is the name and address of the consignee and ‘‘Con- 
signment Out No....”. 

When separate accounts are maintained with each consignment ‘out, the 
usual transactions affecting this account are the debits for transportation 
charges paid at the time the consignment is made and credits for remittances 
to apply on account of sales. When the account sales is received, the balance 
of this account is adjusted so that it will show the net sales and is transferred 
to the Consignment Sales or Sales account. 


Inventory of Consignment Out. Merchandise in the hands of a con- 
signee is one of the assets of the consignor, the same as merchandise in his 
store room. The value of the merchandise on consignment is ascertained 
from the shipping invoice and the cost price. The value of all merchandise 
on consignment is usually shown on the Balance Sheet separate from the 
inventory value of merchandise in stock. Thus, if at the close of a fiscal 
period, the Southern Fruit and Vegetable Company had merchandise in stock 
to the value of $66,251.50 . é 
and merchandise on con- Merchandise Inventory............... $66,251 .50 
signment in the hands of Consigned Merchandise.............. 16,408.75 
consignees, $16,408.75, 
this information would be shown on the Balance Sheet as in the illustration 
at the right. 


Transactions Completed by the Consignee. The purpose of the con- 
signment plan of selling is to secure sales. These sales are secured by the 
consignee with whom the merchandise is placed on consignment, hence, the 
greater part of the transactions completed by him relate to the sale of the 
consigned goods. 

When the consignor does not pay the transportation costs, these will be 
paid by the consignee. When the consigned merchandise has been sold by the 
consignee, he will report the sales to the consignor. For the reason stated, the 
transactions completed by the consignee will usually be: (1) payment of 
transportation charges, (2) payment of other expenses relating to the con- 
signed goods, (8) sales of consigned goods, and (4) report of sales to the 
consignor. 


Inventory of Consignment In. Consigned merchandise in the hands 
of the consignee is not one of the assets of the consignee because the mer- 
chandise belongs to the consignor. For this reason, the inventory of con- 
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' signed merchandise at the close of the fiscal period is not shown on the Balance 
- Sheet of the consignee. 


The transactions stated below were completed by Thompson & Strong, 
the consignee, in connection with the consignment of berries referred to in 
the invoice of shipment and account sales, Illustrations 69 and 70. The trans- 
actions completed include the four types mentioned at the bottom of page 364. 


July 2. Paid freight on Consignment No. 716, $48.62. 

July 2. Paid drayage on Consignment No. 716, $10.00. 

July 3. Sold Harns Grocery Company, on credit, one hundred crates 
of berries from Consignment No. 716 at $3.20. 

July 5. Sold for cash, one hundred crates of berries from Consign- 
ment No. 716 at $3.25. 

July 5. Rendered an account sales for Consignment No. 716, storage, 
5e per crate and commission 10% of sales, net proceeds, $511.88. 


The entry to record the cash received July 5 is: 


CASH Receipts 




















Date IL. F. | Account Credited | Explanation | Amount 
19 | | | | aad | 
July | 5 |866 | Consignment No. 716 | Cash Sales 325\— 

The entries to record the cash payments July 2 and 5 are: 


CasH Payments 














Date |L.F. ' Aecount Debited Explanation | Amount 























19 7 i ee 
July | 2 |866 | Consignment No. 716 Freight 48/62 
2 |866 | Consignment No. 716 Drayage 10|/— 
5 |866 | Consignment No. 716 Net Proceeds 511/88 
The entries to record the transactions of July 3 and 5 are in the illus- 
tration at the right. The July 8, 19 
charge customer is debited =~) sk css Se | ca JA | a 
j n for the 366| Harms Grocery Company...|| 820— 
oe ee aes) 866 Consignment No. 716..... 320 — 
amount of the sale and Sold for credit 100 crates 
Consignment No. 716 of berries at $3.20. 
credited. Consignment No. 5 | 
716 is debited in the second 366| Consignment No. 716....... 74150. 

366 Storage Income.......... 10|— 
entry and Storage Income 866} Commission Income. 64 |50 
and Commission Income Rendered account sales, 

storage 5c, com. 10%. 











accounts credited for the 
storage and commission; these credits record the income earned because of 


storage and commission. 
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The accounts in the illustration at the left show the posting of the cash 

Consignment IN No. 716 book and general journal 
on page 362, The Con- 
signment In account is in 
balance because the con- 
signor has been paid in 
full, The account with 
ee the charge customer shows ° 

his indebtedness because 





HARNS GROCERY COMPANY, City 
































19 ee | | | ef ‘the sale to “him” on 
ey 5 : 365] s20l- | | | credit. The credit bal- 
STORAGE INCOME ances of the Storage In- 

BA a « | | | - || | come and Commission In- 

Bay |5| 3 spe 5|, 10 come accounts show in- 

Commission INCOME come for the consignee. 


The consignee is not re- 
sponsible to the consignor 
until the goods are sold. 


5 
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Exercise 134, Consignments 
(ORAL OR WRITTEN) 


1. May 28. L. J. Frank received from the Central Fruit Co. a consign- 
ment of fruit to be sold on their account and risk. Who is (a) the consignee? 
(b) the consignor? Who will prepare (c) the shipping invoice? (d) the ac- 
count sales? On whose ledger will the account appear (e) as a consignment in? 
(f) as a consignment out? 

2. The Central Fruit Co. paid $21.50 freight charges on the fruit con- 
signed to L. J. Frank. How will this transaction be recorded? 

3. L. J. Frank, Question 2, paid $2.50 drayage on the fruit received 
from the Central Fruit Co. How will this transaction be recorded by the 
Sea eG for L. J. Frank? 

. “Sent Johnson Bros. check for $450.00, proceeds of consignment in 
No. a less $15.00 storage, and $28.00 commission.” (a) What entry is 
required to record the storage and commission? (b) What entry is required 
to record the check? 

5. August 17. The Cooperative Book Shop received 2 doz. books de- 
scribed as stock No. 87 to be sold for the publisher on a commission basis. 
The Cooperative Book Shop paid $2.75 express. How will this transaction 
be recorded? 

6. September 5. The Cooperative Book Shop received $12.00 cash for 
four of the books to be sold on ag es What entry is required to record 
this transaction? 

7. September 5. The Cooperative Book Shop sold A. C. Crowe, a charge 
customer, two of the consigned books at $3.00 per copy, terms 30 days. What 
entry is required to record this transaction? 








805 64 so 


| 
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_ 8. The Consignment In account shows a debit balance of $42.90. Is 
this an asset or expense? 
9. The credit balance of the Consignment Out account is $451.80. Is 
this a liability or income? 
10. The Consignment Sales account shows a credit balance of $1,450.00. 
Is this a liability or an income? 


Exercise 135, Consignments 


Record, in the general journal, the following transactions completed by 
L. B. Frazier, a commission merchant: 

May 16. Received from C. H. Foster, 25 cases, 750 dozen eggs, to be 
sold on consignment, commission 10% of the sales. Paid the Marsh Truck 
Company $2.50 transportation charges on the eggs. 

May 17. Received $10.50 for one case, 80 dozen eggs, belonging to C. H. 
Foster. 

May 18. Sold Atkins Hotel, terms 30 days, 10 cases, 300 dozen eggs, 
belonging to C. H. Foster, at 34¢ per dozen. 

May 19. Received $96.00 for 10 cases, 300 dozen eggs, belonging to C. H. 
Foster at 32c. 

May 20. Sold the Hill Grocery Company, terms 20 days, four cases, 120 
dozen eggs, belonging to C. H. Foster at 31c per dozen. 

May 20. Rendered an account sales to C. H. Foster, and sent check 
for $212.38, net proceeds, after deducting the drayage, commission and 25c 
per case storage. 


The Consignment In Account as a Controlling Account. When 
the commission merchant carries in stock merchandise belonging to a number 
of different consignments, it is customary to maintain accounts with each 
consignment in a subsidiary ledger known as the “‘Consignment Ledger” 
and control the account balances in this ledger through the Consignment In 
account in the general ledger. When this plan is followed, it is necessary to 
provide special columns in the general journal, sales journal and on the pay- 
ment side of the cash book in which to record amounts to be posted to the 
consignment ledger. The suggested rulings for the books of original entry 
are illustrated and briefly described in the following paragraphs. 


The Sales Journal in the illustration below provides for both accounts 
receivable and consignment controls on the ledger of the consignee. Space is 
provided for a description of consigned goods because this information is 
needed when posting to the consignment ledger. 


SALES JOURNAL 


a Se eS Ae EES Ee ee 
CONS $ [acers. Bae (Con sites SALES 
oare |t F| a NAME AND. ADDRESS | rns | DESCRIPTION OF CONSIGNMENT SALES | eae ck. ce 


4 = Hove's] valle has g id 
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The General Journal in the illustration below provides for accounts 
receivable and consignment controls as required in connection with the sales 
journal illustrated on page 367. The ruling is similar to the general journal 
when accounts receivable and accounts payable controls are maintained. 

ae AND Seep = 


oe SS 


The Cash Receipts Journal.in the illustration below provides for ac- 
counts receivable and consignment controls. A column is provided for cash 
sales because if consigned goods are sold for cash, it is evident that merchandise 
will also be sold for cash. The description of consigned goods sold for cash 
may be recorded in the explanation column; this information is needed when 
posting to the consignment ledger. 


GENERAL JOURNAL 




















\GeEN LEDGER 























CASH RECEIPTS JOURNAL 


hae ae eye ry SALES | GENLEDGER| CASH 
| cR cr. | oR. 


baer Cae aie 


The Cash Payments Journal in the illustration below provides for ac- 
counts payable and consignment controls. An additional column is provided 
for cash purchases; this will not be required when all purchases are for credit. 


SSS EET 
DATE uF. . NAME OF ACCOUNT | EXPLANATION 














CASH PAYMENTS JOURNAL 











Sioa OF DISET. CONS. IN. || PURCHASES|/ casi 
cR 


= : — — 
GATE ie rR, NAME OF ACCOUNT EXTEANATION oR. S a ee or. || cr 


| | | eas a ioe oe ae I me 


Ledgers. The general ledger contains all accounts required to provide 
the needed information regarding the operations of the business, except those 
with consignments and accounts receivable. The accounts with each con- 
signment are maintained in the consignment ledger and with charge customers 
in the accounts receivable ledger. 

The ruling of all the ledgers may be the usual ledger ruling or any special 
ruling desired. The ruling of the consignment ledger is usually the same as 
that of the account sales, page 863. The record in each consignment account 
is made in duplicate when posting, through the use of carbon paper. When 
all the merchandise belonging to the consignment has been sold and the charges 
for commission and other expenses recorded, the duplicate of the account 
in the consignment ledger is removed and mailed to the consignor. 

















Petty Cash Fund. It is customary in business to deposit in the bank 
all money received and make payment by check. With this plan the cash 
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receipts as recorded on the receipts side of the cash book will always agree 
with the total deposits, and the cash payments as recorded on the payments 
side of the cash book will always agree with the canceled checks after the 
bank statement has been reconciled at the close of each month. 

When the plan suggested in the preceding paragraph is followed, it is 
necessary to provide a fund from which to make small payments of cash, 
since it would not be convenient to pay these by check. The fund provided 
for this purpose is usually referred to as the petty cash fund. 

When a. petty cash fund is provided, it is customary to pay all large 
amounts, usually those in excess of $5.00, by check and small amounts, those 
less than $5.00, with currency out of the petty cash fund. The currency pro- 
vided in the petty cash fund is kept in a drawer of the safe so that it will be 
available for making these small payments. 


Records for Petty Cash Fund. The petty cash fund is established by 
‘withdrawing from the bank by check the required amount to provide for this 
fund, usually $25.00 or $50.00. The check is recorded on the payments side of 
the general cash book as a debit to the Petty Cash Fund. This check is also 
recorded in the petty cash book which is provided for a record of the transac- 
tions with the petty cash fund. 

When cash is paid from the petty cash fund, the amount is recorded in 
the petty cash book as a debit to the appropriate expense account and a credit 
to the Petty Cash Fund. When the fund is exhausted or very nearly exhausted, 
it is renewed by a check for an amount equal to the total payments from the 
petty cash. Thus, if the established fund is $25.00 and the expenditures are 
$22.50, the check to renew the fund will be for $22.50. 

The entries in the petty cash book are not posted to the general ledger 
from the petty cash book but through an entry in the general cash book. This 
entry is made from the stub of a check issued to renew the petty cash fund. 
A summary of the classified expenses affected as recorded in the petty cash 
book is entered on the stub of the check issued to renew the petty cash fund. 

The entry in the illustration below is to record the establishment of a 
petty cash fund, January 2, of $25.00. 
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The check is cashed at the bank and the cash in the various denominations 
placed in the safe. The amount is entered in the general ledger column, hence, 
should be posted to the debit of the account written on the same line with it. 

Illustration 71, page 370, shows the petty cash book, January 29, at which 
time the amount of petty cash on hand is only $2.25. The petty cash book is 
ruled, the balance carried down, and a check issued for $22.75 to renew the fund. 
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Illustration 7 he Petty Cash Book 


The fund is renewed and the entries to record the payments, are recorded 
in the cash book as follows: 
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The cash book illustrated in connection with the petty cash fund is the same as that 
in a previous illustration in this chapter. Since the petty cash fund may be established in 
any business, the method of recording checks issued to establish this fund will depend 
entirely upon the columns on the payment side of the cash book. 


SUMMARY 


Consignments. The purpose of a consignment is to sell merchandise. 
The consignor owns the goods which are to be sold and the consignee agrees 
to sell them on a commission basis. The consignor refers to the merchandise 
consigned by him as a consignment out; the consignee refers to this same 
merchandise as a consignment in, 
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The Consignment In Account is a record of the transactions which 
the consignee has with the consignor because of consignments received; sepa- 
rate accounts are usually kept for each consignment. Each Consignment In 
account is debited for expenses, remittances to the consignor, commission and 
other charges, and credited with the sales of the consigned goods. 

A debit balance of this account is an asset because it represents the amount 
to be collected from the consignor; a credit balance is a liability because it 
represents the amount to be paid to the consignor. 


The Consignment Out Account is a record of the expenditures by the 
consignor because of consigned merchandise. This account is debited for pre- 
paid transportation charges and drayage, and credited for the net proceeds 
when reported by the consignee. A credit balance in this account is an in- 
come usually transferred to the Consignment Sales or the Sales account. 


The Consignment Sales Account is a record of the consignment sales 
_ by the consignor. It is the net proceeds of the consignments received from the 
consignee less the prepaid transportation charges or other expenses prepaid 
by the consignor. This account is credited for the net proceeds of each con- 
signment out. The credit balance at the close of the fiscal period is an income 
and is closed into the Profit and Loss Summary account. 


The Commission Income Account shows a record of the commission 
earned because of goods sold on consignment; it appears only on the books 
of the consignee and records his profit on sales of consigned goods. This ac- 
count is credited for commission on consigned goods sold. The credit balance 
is an income and is closed into the Profit and Loss Summary account. 


The Petty Cash Book contains a record of the payments made from 


the petty cash fund. It issupplementary to the general cash book, the transac- 
tions recorded in it being recorded in total in the general cash book. 


Exercise 136, Consignments 

March 31. The Arnold Department Store received from the Electric 
Appliance Co. one dozen Eureka washing machines to be sold on consignment 
at $125.00 each, sales to be reported quarterly beginning July 1. Paid $2.50 
drayage; the freight was prepaid. 

April 5. Received $125.00 cash for sale of 1 Eureka washing machine. 

April 16. Sold Mrs. A. C. Howard 1 Eureka washing machine for $125.00. 
Received cash $25.00, balance to be paid $25.00 per month beginning May 1. 

May 1. Received permission from the Electric Appliance Co. to debit 
their account with $5.00 paid for repairing the washer sold Mrs. Howard. 

June 16. Received $125.00 cash for 1 Eureka washing machine. 

June 20. Sold Crescent Laundry 2 Eureka washing machines at $125.00 
each. Received cash $100.00 and two 6% interest-bearing notes for $75.00 
each, due in 60 and 90 days respectively. 
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July 1. Rendered account sales to the Electric Appliance Co., storage 
charges $1.00 on each machine sold, commission 10% of sales. Sent check 
for the net proceeds. 


Instructions. (1) Record all of these transactions in the general journal 
and post, allowing eight lines each for Cash and Consignment In accounts and 
five lines for each of the other accounts. 


(2) Take a Trial Balance. 


Exercise 137, Classified Reports 


The Trial Balance at the right shows the account balances in the ledger 
as the result of transactions completed during the month of December. It is 
desired to ascertain the 
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31 and the net profit for 
thes Lecember monthly; | Gaskill Ae ieeienie Sen won Pay: 3929/37 
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Delivery Equipment, 25%; 
Reserve for Bad Debts, $12.68, which is 14 of 1% of Sales. 
Instructions: (1) Ascertain the present proprietorship and net profit 
through a Working Sheet. 
(2) Prepare the Balance Sheet and Profit and Loss Statement. 
(3) Prepare the adjusting and closing entries. 


CHAPTER XXXI 


ORGANIZATION OF A CORPORATION 


Assets are needed in the operations of a business. The title to these assets 
may be vested in (a) one individual, (b) two or more individuals under a part- 
nership agreement or (c) in a corporation. The ownership of the assets by an 
individual and by partners was discussed in preceding chapters. The discus- 
sion in this chapter relates to the ownership of assets invested in a business 
by three or more persons authorized by law to operate as a corporation. 


Corporation. The Supreme Court of the United States has defined 
a corporation as “an association of individuals united for some common pur- 
pose and permitted by the law to use a common name, and to change its mem- 
bers without dissolution of the association.’”’ This means that the corporation 
is an artificial person created by law for the purpose of operating a business. 
When brought into existence by law, the corporation has the privileges which 
the law gives it, usually the same as for any citizen governed by the same law 
and engaged in a business of like nature. 


Purpose of a Corporation. A corporation is organized to operate a 
specific business in the same manner as a similar business would be operated 
by a sole proprietorship or a partnership. The required assets in both the 
partnership and corporation are secured through the combined investment 
of more than one investor; at least three investors are required in the forma- 
tion of a corporation. 

The corporate form of organization is preferable to the partnership in 
that it (a) limits the liability of each investor for the debts of the corporation, 
(b) permits many investors, and (c) allows each investor to transfer his pro- 
prietary interest in the corporation without affecting its operations. In a 
partnership, each partner is liable for all the debts of the partnership, and a 
partner cannot retire from the partnership without the consent of the remaining 


partner or partners. 


Organization of a Corporation. The law which grants the right to 
incorporate a business also provides for the method of incorporation. Those 
who wish to combine their assets and operate a business as a corporation must 
comply with this law in order to form the corporation. When the investors 
have complied with the law and their request has been granted, they are 
authorized to operate the business as a corporation. This legal right is granted 
through a certificate of incorporation usually known as a charter. 

The following quotation from the Statute of Illinois sets forth the proce- 
dure required in that state for securing a charter: 


373 


374 BOOKKEEPING AND ACCOUNTING [Ch. 31 


“A corporation may be formed for any lawful purpose (except banking, 
insurance, real estate brokerage, operation of railroads, and loaning money), 
whenever three or more persons, citizens of the United States, at least one 
of whom shall be a citizen of Illinois, shall sign, seal, and acknowledge a state- 
ment of incorporation setting forth: 


(1) Names and post office addresses of the incorporators. 

(2) Name of the proposed corporation. 

(3) A-clear and definite statement of the object or objects for which 
it is formed. 

(4) The period of duration. 

(5) Location of the principal office in this State, giving town or city, 
street and number, if any. 

(6) Number of shares into which the capital stock is to be dried 
whether all or part of same shall have par value, and if so, the 
par value thereof, which shall not be less than $5.00 nor more 
than $100.00 a share, and whether all or part of the same shall 
have no par value, and if there is to be more than one class of 
stock created, a description of different classes, number of shares 
of each, and relative rights, interests and preferences each class 
shall represent. 

(7) Names and addresses (give street and number) of the original sub- 
scribers to the capital stock and amount subscribed by each. 

(8) Total amount of authorized capital stock. 

(9) Amount of such stock it is proposed to issue at once (which shall not 
be less than $1,000.00). 

(10) The payment of at least one-half of the capital stock having a par 
value and of not less than $5.00 per share for each share of capital 
stock having no par value, which it is proposed to issue at once, 
with a description of the nature and value of the property, if any, 
paid for such capital stock. 

(11) Number, names, and post office addresses of directors by street and 
number, at least one of whom shall be a resident of this State, and 
the term for which elected. 

(12) Any other provisions not inconsistent with law, for the regulation 
of the business and the conduct of affairs of the corporation, and 
any provisions creating, defining, limiting, and regulating the 
powers of the corporation, the directors and the stockholders, or 
any class or classes of stockholders.” 


Charter. The certificate signed by the incorporators containing the 
requirements specified by the law is referred to as a charter, after it has been 
approved by the proper state officials. In other words, the charter is the 
written authority granted the investors to operate the business as a corpora- 
tion. Illustration 72 on page 375 shows a charter granted under Tennessee law. 
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CHARTER OF INCORPORATION 
Be it known 


That J. C. Wilson, Memphis, J. W. Jones, Nashville, R. L. Wood, Athens, E. E. 
Miller, Clinton, and W. S. Shields, Bristol, all more than twenty-one years old, are 
hereby constituted a body politic, and corporated by the name and style of the Union 
Printing and Publishing Company, with a capital stock of Fifty Thousand Dollars 
($50,000.00), consisting of 500 shares, par value $100 per share. 


The general powers of said corporation are: 


1. To sue and be sued by the corporate name. 

2. To have and to use a common seal, which it may alter at pleasure; if no com- 

mon seal, then the signing of the name of the corporation by any duly authorized officer 
shall be legal and binding. 
A 8. To purchase and hold, or receive by gift, any addition to the personal property 
owned by said corporation, any real estate necessary for the transaction of the corporate 
business, and also to purchase and accept any real estate in payment or part payment 
of any debt due to the corporation, and sell realty for corporation purposes. 

4. To establish by-laws and make all rules and regulations, not inconsistent with 
the laws and constitutions, deemed expedient for the management of corporate affairs. 

5. To appoint such subordinate officers and agents, in addition to the President, 
Secretary, and Treasurer, as the business of the corporation may require. 

6. To designate the name of the office, and fix the compensation of the officers. 

7. To borrow money and issue notes or bonds upon the face of the corporate prop- 
erty, and also to execute a mortgage or mortgages as further security for the repayment 

of money thus borrowed. 


The following provisions and restrictions are coupled with said grant of powers: 


1. A failure to elect officers at the proper time does not dissolve the corporation, 
but those in office hold until election, or appointment and qualification of their successors. 

2 The term of all offices may be fixed by the by-laws of the corporation; the same, 
however, not to exceed two years. 

8. The corporation may, by by-laws, make regulations concerning the subscrip- 
tion for, or transfer of stock; fix upon the amount of capital to be invested in the enter- 
prise; the time required for the payment thereof by the subscribers to the stock; the 
amount to be called in at one time. The right of action should exist in a corporation 
to sue a defaulting stockholder for the failure to pay for stock subscribed to, when 
called upon to do so. 

4. The corporation shall have power to purchase type, presses, paper, etc., for 
the purpose of printing newspapers, books, pamphlets, etc., and in general, to execute 
all orders for printing books, and the execution of all orders for job work usually under- 
taken and performed in first-class printing and publishing associations. 

5. The board of directors shall consist of five or more members at the option of 
the corporation, to be elected either in person or by proxy by the majority of the votes 
cast, each share representing one vote. j 

6. A majority of the board of directors shall constitute a quorum, and shall fill 
all vacancies until next election. The first board of directors shall consist of five or 
more incorporators who shall apply for, and obtain the charter. 

7%. The books of the corporation shall show the original and subsequent stock- 
holders, their respective interests, the amount which has been paid on the shares sub- 
scribed, the transfer of stock, and other transactions in which it is presumed the stock- 
holders or creditors may have an interest. : 

8. By no implication or construction shall the corporation be deemed to possess any 
powers, except those hereby expressly given or necessarily implied from the nature of 
the business for which the charter is applied. 


We, the undersigned, apply in the State of Tennessee, by virtue of the law of the 
land, for a charter of incorporation for the purpose of, and with the powers declared in 
the foregoing instrument. 

Witness our hand, August 16, 1928. t 

(Signatures of the Five Incorporators) 
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Illustration 72, Charter 
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When the charter is granted, the corporation comes into existence and 
remains in existence until the expiration of the time fixed by law or stated in 
the charter or until dissolved by legal procedure. 

The charter on page 875 authorizes the incorporators to operate a printing | 
and publishing business under the corporate name Union Printing and Publish- 
ing Company. The information contained in the charter is arranged in two 
divisions with numbered ‘paragraphs under each division. The general powers 
are stated in the seven paragraphs of the first division. These may be briefly 
described as follows: 


(1) The right for the corporation to own assets and incur liabilities in the 
name of the Union Printing and Publishing Company. These rights are stated 
in Paragraphs 1, 2, 3 and 7. 

(2) Authority of the investors, referred to as stockholders, to control the 
internal organization of the corporation. The rights granted the stockholders 
are set forth in Paragraphs 4, 5 and 6. 


The general powers are restricted both for the protection of the creditors 
and stockholders. These restrictions are specified in the eight paragraphs of 
the second division. They may be briefly described as follows: 


(1) Procedure in case the stockholders fail to elect officers. 

(2) Limited time for the term of officers. 

(3) Amount of the invested assets at the beginning of the business. 

(4) Nature of the business to be operated by the corporation. 

(5) Method of electing the board of directors and control of its actions. 
(6) Records to provide information for stockholders and creditors. 


Each stockholder is not provided with a copy of the charter. The original 
copy of the charter after it has been approved by the authorized state officials 
is filed in the office of the corporation for inspection by the stockholders. 


Characteristics of a Corporation. From the foregoing information 
it will be observed that a corporation has the following characteristics: 

(1) It is an artificial person created by law with the same legal privileges 
as an individual. It is given the same consideration in court as any citizen 
subject to the same law. 

(2) The assets of the corporation are the combined assets invested by the 
three or more investors. The corporation has title to these assets in the same 
manner as an individual has title to assets. 


(3) The assets of a corporation and their use in the operation of the busi- 
ness are controlled by the stockholders. This control is effected through the 
election by the stockholders of a board of directors, who in turn elect officers 
wilh authority to supervise the operation of the business. 

(4) The charter states the authorized capital (capital stock) which is - 
usually the amount invested by the stockholders. The law under which the cor- 
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poration is organized or the incorporators fix the amount of assets to be in- 
vested at the beginning of the business. 


(5) The evidence of ownership in the corporation is divided into units or 
shares. The amount invested by each stockholder is usually the value of one or 
more shares. The value printed on a share of stock, except no par value stock, 
is referred to as its par value. The par value of the investment of each stock- 
holder is referred to as his stock in the corporation. 


(6) A stockholder usually has a vote for each share of stock he holds. The 
stockholder votes on the adoption of by-laws or amendments to the by-laws and 
in the election of the board of directors. The stockholder does not vote in 
the election of officers; the officers are elected by the board of directors. 


(7) The charter does not include all of the rules and regulations required 
for the operations of the corporation. Those rules and regulations not in- 
cluded in the charter are in the by-laws which are approved by a majority 
vote of the stock, each stockholder having one vote for each share of stock 
owned by him. 


(8) Each stockholder is an independent unit of the corporation and may 
transfer his stock to another without affecting the operation of the corporation. 


(9) Only those stockholders authorized by the board of directors or 
officers have a right to bind the corporation by their actions. 


(10) The corporation may continue operations indefinitely. When a 
time limit is stated in the charter, the law usually permits renewal of the charter 
at the expiration of this time. It is sometimes said “A corporation never dies.”’ 


Proprietorship in a Corporation. Proprietorship is the owner’s equity 
in the assets (assets—liabilities) used in the operation of a business. The 
corporation is an artificial person created by law with the same privileges 
possessed by a natural person subject to the same laws; the corporation there- 
fore has an equity or proprietorship in the assets invested by its stockholders. 
At the time a corporation is formed, its proprietorship or equity is the value of 
the assets invested. At any subsequent time the proprietorship may be more 
or less than at the beginning. If the business is operated at a profit, the equity 
in the assets will be greater than at the beginning; if operated at a loss, the 
equity will be less. 


Stock Certificate. Each stockholder receives as evidence of his invest- 
ment a certificate of stock executed by officers of the corporation. This cer- 
tificate states the authorized capital stock of the corporation and the par value 
of the stockholder’s investment stated in the number of shares and the par 
value of each; the exception is no par value stock as explained in a subsequent 
discussion. Each stockholder has the right to sell a part or all of his stock 
in the corporation. This sale does not change the corporate proprietorship 
but simply results in a change in the ownership of the stock certificate. Qne 
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who purchases stock in a corporation from a stockholder should have the stock 
transferred to his name on the books of the corporation, in order that he may 
receive any dividends declared by the board of directors. The certificate of 
stock and authority for transferring ownership are explained and illustrated in 
connection with the stock certificate book, page 404. 


Classification of Stock. The sixth paragraph of the Illinois Statute on 
page 374. states: “If there is to be more than one class of stock created, a 
description of different classes, number of shares of each, etc.” 

These instructions indicate that more than one class of stock may be 
issued and that those who apply for a charter in Illinois must give specific 
information regarding the classes of stock. The usual classes of stock are: 


(1) Common Stock « 
(2) Preferred Stock 


The distinction between these two classes of stock is usually the method 
of sharing the profits during the operation of the corporation and the division 
of the assets at the time of its dissolution. The distribution of the profit 
among the stockholders is referred to as dividends and is authorized by the 
board of directors. 


Common Stock. When no preference is given any stockholder, all the 
stock is said to be common stock. Each stockholder will receive the same 
amount of dividend per share of stock he owns. Thus, if the board of directors 
declares a dividend of 6%, the owner of a certificate of common stock, par 
value $100.00, will receive $6.00 for each share stated in the certificate. 


Preferred Stock. When some stock is to receive a preference, the stock 
is known as preferred stock. The usual distinction between preferred: stock 
and common stock is that each certificate of preferred stock states the amount 
of annual dividend the stockholder may receive, while no mention is made 
of dividends on the certificate of common stock. Thus, the statement “8% 
dividend” on a certificate of stock indicates that the owner will receive 8% 
of the par value of his stock each year, provided the earnings are sufficient 
to pay this and the board of directors declare the dividend. The dividend 
stated on a certificate of preferred stock may be qualified through the use 
of such terms as participating, non-participating, cumulative and non-cumula- 
tive. 

The term, participating, on a certificate of preferred stock in connection 
with the stated dividends indicates that the holder may receive more than 
this amount as dividend. This additional dividend will be available to the 
preferred stockholders only when the profit distributed by the board of directors 
is sufficient to pay both the common and preferred stockholders a rate greater 
than that stated on the preferred stock certificate. Thus, if the preferred 
dividends are 8% and a dividend of 10% is declared available to all stockholders, 
the holders of preferred stock will receive 2% more than the amount stated 
on each preferred certificate. 
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The term, non-participating, printed on a certificate of stock in connec- 
tion with the stated dividend indicates that the preferred stockholder will not 
participate in the profits beyond the stated rate of dividend. This means 
that the common stockholders may receive a greater dividend than the pre- 
ferred stockholders. 

The term, cumulative, in connection with the stated dividend on a cer- 
tificate of stock indicates that the stockholder is entitled to this amount of 
dividend for each year. When the profits earned in one year are not sufficient 
to pay the stated dividends to holders of cumulative preferred stock, the 
deferred dividend must be paid out of the earnings of subsequent years before 
_ the common stockholders receive a dividend. 

The term, non-cumulative, in connection with the stated dividend indi- 
cates that the stockholder will not receive this dividend unless it is earned and 
declared within the year. 

There may be other qualifying terms used in connection with common 
and preferred stock. The nature of the preference or the qualification of the 
stock is printed on the certificate of stock and must be consistent with the laws 
under which the corporation is organized and the by-laws of the corporation. 


No Par Value Stock. When the charter states the authorized capital 
stock as a maximum number of shares but does not state the value of the com- 
bined assets to be invested, the stock issued to each stockholder has no par 
value and is known as no par value stock. The incorporators will place a value 
on the stock at the time the corporation is organized and each stockholder 
must invest this amount for each share subscribed. The Illinois Statute 
(Paragraph 10, page 374) places the minimum value of no par value stock 
at $5.00 per share; the incorporators may place it at any amount in excess 
of this minimum price. 

A no par value certificate of stock issued to a stockholder states the in- 
vestment in number of shares without reference to the value of each share. 
This is true even though the state law places a minimum value on each share 
of no par value stock. The no par value certificate of stock also states the num- 
ber of shares the corporation is authorized by its charter to issue; this permits 
a stockholder to determine his interest in the corporate proprietorship shown 
on the Balance Sheet. 

The charter on page 375 authorizes par value stock because the par value 
of the investment and each share is stated in it. Had this charter stated “5,000 
shares of no par value stock” the corporation would have had the authority 
to issue 5,000 shares and receive for each share any value that it might place 
upon it in excess of the minimum value fixed by the state. If the incorporators 
of the Union Printing and Publishing Company had placed a value of $10.00 
on each share and all the shares were issued at the time the corporation was 
organized, the invested capital would have been $50,000.00. 


Proprietary Interest of a Stockholder. Hach stockholder is part 
owner of the corporate assets. The certificate of stock which he receives from the 
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corporation states the number of shares and par value of his investment in 
dollars and cents or states the number of shares only; par value stock states 
the number of shares and par value in dollars and cents, and no par value 
stock states the number of shares. The interest of the stockholder in the 
corporate proprietorship can be determined only from the facts stated in the 
certificate and a Balance Sheet which shows (a) the corporate proprietorship 
and (b) the number of shares that have been issued and are outstanding. 


Values of Stock. A share of stock in a corporation may have three 
values as follows: 

(1) Par value, that is the amount stated in the certificate; this applies 
only to par value stock. 

(2) Book value, that is the interest in the corporate proprietorship ac- 
cording to the proprietorship accounts in the ledger. This may be more or 
less than the par value; it applies both to par value stock and stock issued 
without a par value. 

(3) Market value, that is the price at which the stock may be sold, or the 
price quoted on a stock exchange. This value may be more or less than the 
par value or book value; it applies to both par value and no par value stock. 


Liquidation Value. When a corporation discontinues business and 
cash is received for all the assets, each stockholder will have an interest in the 
cash remaining after the liabilities have been paid. This interest is referred 
to as the liquidation value of the stock. The liquidation value of a certificate 
will depend upon the class of stock and its participation in the assets of the 
corporation as stated on the certificate of stock. 


Method of Showing Proprietorship on the Balance Sheet. Each 
stockholder receives a copy of the Balance Sheet. The information contained 
in the Balance Sheet THE BOSWORTH CO. 
should be such that BALANCE SHEET, JULY 1, 19. 
hecan 9scertallt hig see 











| 

interest “ineathe pros, TOTAL Ascmrs 2. sentence te Ty 7 
prietorship of the porar LiaBILITIES.................. 22,700 — 
corporation. ‘The . | 

. ROPRIETORSHIP: | 
Balance Sheet in the “ “authorized Capital Stock.......... | 75,000— 
illustration at the Less Unissued Capital Stock....... 25,000 — 
right shows the PFO: Capital Stock Outstanding.........) | 5 0,000 — 
prietorship in a cor- Surplust. ner) Ghidaa acta eee | 20,800-— | 
poration which is au- PROPRIETORSHIP................ | * beak: | 70,800 — 
thorized to issue |S Se 





stock with a par value and the one in the illustration at the top of page 381, 
the proprietorship of a corporation authorized to issue no par value stock. In 
each Balance Sheet, the assets and liabilities are shown in one amount be- 
cause the purpose of the illustrations is simply to show the method of re- 
porting proprietorship. Unissued stock refers to the number of shares which 
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the corporation has not yet issued. As this does not represent the ownership 
of assets, that is, pro- 
prietorship, it is 
___ shown as a deduction 


THE BOSWORTH Co. 
BALANCE SHEET, July 1, 19... 
































=a oi | | from the number of 
We iatiee telus evita on ee ees 6c 906 Becta shares the corpora- 
OTA LIABIEITINS. .. a2. 402 .gars || 22,700\— tion is authorized to | 
Propripronsnir: | issue, in order that 
apital Stock—No Par Value: i] each stockholder ma 
AMtHOTIZER lee ss 750 shares l} | I a ee 
lWimigstied Minty tase). c ene: 250 shares i now the number of 
; ; rey | -shares issued and 
Outstanding........... 500 shares|} 50,000 — || As 1 
SKU GIES Oe oer ar Tkst ait CRAES A ee aie A 20,800 — outstanding. Surplus 
7 —|— | _ refers to accumulated 
ROPRIETORSHIPG cde ai teitae etic te ec: sce: te oe profit available for 
| ! ele 
7 dividends. 


From either Balance Sheet, the book value of each share of stock may be 
determined as 1/500 of $70,800 or $141.60. The stockholder who owns a 
certificate of stock for 10 shares will have a proprietary interest of $1,416.00. 

Exercise 138, Corporations 
(ORAL OR WRITTEN) 

‘1. The charter granted the incorporators of the Mason Mfg. Co. states: 
“With a capital stock of $100,000.00.” One of the by-laws adopted by the 
stockholders at their first meeting states: ‘The par value of the capital stock 
is to be $100.00 per share.” How many shares of stock will this corporation 
be authorized to issue? 

2. The charter granted The Davis Company states: “With a capital of 
5,000 shares of no par value stock.” If all of this stock is sold at $60.00 per 
share and cash is received, state the proprietorship of the corporation, in equa- 
tion form, at the time the corporation is ready to begin operation. 

38. G. C. Craft invests $500.00 in a corporation organized under the cor- 
porate name “The Biltmore Hotel”. He received as evidence of the invest- 
ment a certificate of stock for 10 shares, par value $50.00 per share. He sells 
this certificate for $45.00 per share. (a) How much does he receive for it? 
(b) How much does he lose by this sale? (c) What effect does this sale have 
on the assets and proprietorship of the corporation? (d) Why? 

4, The charter granted the Long Mercantile Company states: “With 
a capital of 10,000 shares of no par value stock.’”’ The incorporators fixed the 
price at $10.00 per share. When the corporation was organized 7,500 shares had 
been sold for cash. What was the capital of the corporation at the time of 
organization? 

5. J. O. Bush owns five shares of 6% cumulative preferred stock in the 
Wall Dairy Company, par value, $100.00 per share. January 10, he received 
the dividend stated in the certificate. (a) What amount of dividend did he 
receive? (b) If the profits this year were not sufficient to pay the dividend, 
what amount should he receive next year? 
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6. January 2. The American Machine Tool Co. is incorporated with an 
authorized capital of 10,000 shares. 8,000 shares were sold for cash at the 
time the corporation was organized for $5.00 per share, the minimum price 
fixed by the state law under which the corporation is organized. State the 
proprietorship of the corporation in equation form at the time of organization. 

7. December 31, at the close of the first year of operations, the proprietor- 
ship as shown by the Balance Sheet of the American Machine Tool Co. (Problem 
6) stated in equation form is: 

ASSETS $52,500.00 =LIABILITIES $6,900.00-+-PROPRIETORSHIP $45,600.00 
What was the book value of each share of stock issued and outstanding (a) 
if no stock was sold during the year? (b) if 500 additional shares were sold at 
$5.00 per share? 


Exercise 139. Proprietorship in a Corporation 


1. A stock certificate owned by L. G. Lawson states that he is the owner 
of 10 shares of stock in the Automobile Accessory Company with an authorized 
capital stock of $100,000.00, par value of each share $100.00. The proprietor- 
ship of the corpora- 


: Proprietorship: 

tion on the Balance “ital Stock Authorized.........-.....006-- $100,000.00 
Sheet of December Uniseued: Capital Stack oc... .<suas. 15 ccee lee 25,000.00 
gu ispshown atthe vax tanaubei OMMENMNetL A: las Ladeeias 75,000 .00 
right. (a) What is Surplisueiahte Macken het gd tee nes 22,500.00 
his interest in the ‘otal Propuietorship.-eeee ee eee eee $ 97,500.00 


corporate proprietor- 

ship? (b) If the selling price of the stock as quoted by a local stock exchange 
is $127.00 per share, is its market value more or less than the book value? 
(c) How much? 

2. In June of the following year, L. G. Lawson (Problem 1) sold 5 shares 
of his stock in the Automobile Accessory Company for $185.50 per share. The 
Balance Sheet prepared the following December 31 showed unissued capital 
stock, $15,000.00, and total proprietorship, $126,400.00. (a) State the infor- 
mation on this Balance Sheet in the same form as the one illustrated above. 
(b) What is the book value of the 5 shares owned by L. G. Lawson as stated 
on this Balance Sheet? 


3. O. L. Dean owns a certificate of stock for 100 shares in the Martin 
Grocery Company, 


a corporation. The ??0Prietorship: 
Capital Stock—No Par Value: 


proprietorship on the Authorized”. 6 a cia. Ae eee eee 5,000 shares 
Balance Sheet is Unissiediay 4 cc eee eee ee 1,000 shares 
shown at the right. Outstanding a, eccmen ae eee 4,000 shares $ 96,400.00 
(a) What is the book Surplus: inka Soe ee oe ee 16,800.00 
value of his certifi- ‘otal Proprietorship arene see eet P'$1135200-00 


cate? (b) If he paid 
$2,650.00 for this certificate, what is the increase or decrease per share? 
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Exercise 140, Working Sheet and Reports 


Walter Smith and L. C. Allen operate a retail grocery business as equal 

















art 
P eas ee the firm ALLEN & SMITH 
ame oO teh & Smith. TRIAL BALANCE, December 31, 19... 
They desire to incorpor- 
ate the business and three oe es Cee ee ee 15143/76 
: : +s otes’ Réceivable...-...-....0.02:- 5785|— 
of their associates Jon Accounts Receivable.............. 55388 /26 
with them in application Reserve for Bad Debts............ 108/50 
for a charter which will Sse aan wah, paren ate Boe. 3 
authorize them to operate Store Supplies Pe kee Se ANOS ero l8G 
: repaid Insurance. +52.) 4465.4. 6. 762/80 
ee ae ae ae ern te Se Aes ee eae 2800|/— 
name oO e smith- ep. Reserve for Office Equip...... 280|— 
Score Wquipment.. su see. 8570|— 
Allen Grocery Company, Dep. Reserve for Store Equip...... 1039/50 
with a capital stock of Note: Ae sh et 14000/— 
: ccounts Payable a yaks oe eke 24328\11 
$120,000.00. Walter Smith ‘Walter Smith, Capital... 3655752 
and L. C. Allen each agree Lats Allens apital se Aen see vee He 
LGGMEE EAL Matra cep kia sic PMS Ac Ae. 
to take stock at Par. for Sales Ret. and Allow............... 854/20 
their proprietary interest Ae = EE Se Ser ae ae 8376543 
: : PCISDG eee ee a ee 7416}12 
in the partnership. Each Purchases Ret. and Allow.......... 472\51 
of the other subscribers Spe ene se ee ok Ae SP CEM hes, 20942)85 
: VEIUISUI ON eee ee Ne aN Ne wee 8573|— 
ast ee to invest $5,000.00 Mise. Selling Mxpense....).. 014... 3 130)04 
in cash. pace Salar ests piles.) et bate ae en 138084/— 
: CHG ee rite oe aati tte 4000|— 
A Trial Balance pre- Mise. General Rxpenses>. ac: 3. 869/92 
pared from the ledger of Pu ebaees DISCOUNT A eek ee ee 1564|60 
: NLCreScelNCOME nn etme a eee 378/45 
Allen & Smith at the close Sales*Discountys scene saeco ae 946/90 
of the annual fiscal period, Interest Expense,................. 605/50 
December 31, the day be- 269113/20]/269113|20 
fore the corporation is to = = 





























be organized, is shown at the right. 
The inventories, accruals and reserves are as follows: 


Merchandise Inventory, $38,881.82; Accrued Interest on Notes Receiv- 
able, $37.25; Accrued Interest on Notes Payable, $89.00. Accrued Salaries: 
Sales Salaries, $158.28; Office Salaries, $162.86. Supplies on hand: Office 
Supplies, $154.05; Store Supplies, $278.40. Expired Insurance: Merchandise, 
$231.50; Store Equipment, $122.70; Office Equipment, $95.80. Annual 
depreciation: Office Equipment, 10%; Store Equipment, 1214%. Reserve 
for Bad Debts, 4 of 1% of sales on credit, $110,767.52. 


Instructions. (1) Prepare a Working Sheet (net profit, $12,164.96). 

(2) Prepare the Balance Sheet and Profit and Loss Statement. 

(8) Prepare the adjusting and closing entries. 

(4) Ascertain the number of shares of stock each partner will receive for 
his interest in the business assuming that the charter authorizes capital stock 
with a par value of $10.00 per share. 


CHAPTER XXXII 
OPENING AND CLOSING ENTRIES FOR A CORPORATION 


The charter states the authorized capital stock of the corporation. The 
discussion in this chapter relates to the method of recording (a) the authorized 
capital stock, (b) the assets received as a result of the investment, and (c) the 
increase or decrease in capital due to profits or losses. 


Opening Entry for Par Value Stock. When the charter is received, 
it authorizes the incorporators to issue stock to those who have invested assets 
in the corporation and to others who may invest assets in the future. Because 
of this authority to issue stock and the limited amount of stock that may be 
issued, it is customary to record the authorized capital stock before recording 
the assets received for stock that is issued to stockholders. 


Recording the Authorized Capital. The charter on page 375 states: 
“With a capital stock of $50,000.00.” The fact that the corporation is author- 
ized to issue this amount of stock does not provide assets, but it does provide a 
means for securing these assets. For this reason, the right to issue capital 
stock and thereby secure assets stated in equation form is: 


UNISSUED CAPITAL Stock $50,000.00=CAPITAL Stock $50,000.00 


The entry in the illustration at the right shows the method of recording 
the facts stated in this equation in journal form. The debit to the Unissued 
Capital Stock account 
records the amount of the ——=——S ———_—_—_—_—______—_____— 
assets that may be re- Unissued Capital Stock. .. .|| 50000 — 
ceived for stock issued Capital Stock......... fia 50000\— 
when sold at par. The eee ae Ca 
credit to the Capital Stock | 
account records the par value of stock authorized by the charter. The Capital 
Stock account is a positive proprietorship account. The Unissued Capital Stock 
account is a valuation account, proprietorship in nature, indicating a subtrac- 
tion from the balance of the Capital Stock account. 


Recording Stock Issued for Assets Invested. When the incorporators 
apply for the charter, it is usually necessary for them to have available assets 
amounting to at least 50% of the stock subscribed; see Illinois requirements, 
paragraph 10, page 374. The promise of these assets is usually secured through 
a written statement from each proposed investor in which he states the amount 
he will invest in the corporation. A list of those who have agreed to invest 
assets in the corporation is referred to as the subscription list; those who sign 
this list are referred to as subscribers. 


September 1, 19... 
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September 1. The Union Printing and Publishing Co. (page 
375) had subscriptions for 400 shares of stock and 
$40,000.00 cash received from these subscribers. 


The effect of this investment on the preceding equation is: 


CasH $40,000.00+UNIssuED CAPITAL Stock $10,000.00=CapiTaL Stock 
$50,000.00 


The method of recording this cash investment is: 


CASH Receipts 
Tre ui 
Sept. | 1 


Unissued Cap. Stock | Received from Subscribers tooo | 


Cash is debited to record the increase in the asset cash. Unissued Capital 
Stock is credited to record the decrease in the amount of the stock which the 
corporation is still authorized to issue. Certificates of stock for 400 shares 
are issued to the subscribers who now become stockholders; each stockholder 
receives a certificate for the number of shares subscribed. 














Subscriptions on the Deferred Payment Plan. When the full amount 
a subscriber is to invest is not received from him at the time of his subscrip- 
tion and the balance is to be collected from him in one or more installments, 
the stock is said to be sold on the installment or deferred payment plan. A 
receipt is issued to the subscriber for the amount of cash collected. <A cer- 
tificate of stock will not be issued to him by the corporation until it has collected 
from him the full amount of his subscription. 

A sale of stock to a subscriber on the deferred payment plan requires an 
account with him. He is debited in this account for the amount of his sub- 
scription which is usually the par value of the stock subscribed, and credited 
for the cash received from him at the time of the subscription and for subse- 
quent collections. The accounts with subscribers are usually kept in a sep- 
arate ledger known as the subscribers ledger. 

The subscriber to whom stock is sold on the deferred payment plan is a 
debtor of the corporation which is authorized by the charter (paragraph 3, 
second division, page 375) to collect from him. This right to collect from the 
delinquent subscriber indicates that the balance due from the subscriber is 
an asset of the corporation; this asset is usually referred to as subscriptions 
receivable to distinguish it from the asset accounts receivable. 


July 1. The Art Engraving Co. was incorporated with an 
authorized capital of $60,000.00, 600 shares, par value 
$100.00. 500 shares were subscribed and 50% of the sub- 
scriptions, $25,000.00, received from the subscribers, bal- 
ance to be collected within 30 days. 

Three entries are required to record (a) the authorized capital stock, 
(b) the capital stock subscribed, and (c) the cash collected from the sub- 
scribers. The method of making these entries is illustrated on the next page. 
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The first entry in the illustration is to record the authorized capital stock. 


ailyg Loe re 





Unissued Capital Stock............. echt — 
Capital Stock: as.sc aan oes 
To record the authorized cap- 
ital. ; 


Subscriptions Receivable............ 
Capital Stock Subscribed........... 
To record the following sub- 
scriptions 44 cash, 4% 380 days: i} 





TD Weelhomsrar. a $26000 .00 i! 
DeWAmeViancin ene 10000 .00 | 
eC Ab OLOS merece 9000.00 | 
OD. BRA Viens acu 5000.00 


scribed account records the increase in proprietorship. 


The second entry re- 
cords the indebted- 
ness of the subscrib- 
ers for stock sub- 
scribed. The debit 
to the Subscriptions 
Receivable account 
records the increase 
in the asset subscrip- 
tions receivable and 
the credit to the 
Capital Stock Sub- 

The names of the 


subscribers are given below the explanation for posting the amount of each 
subscription to the account with the subscriber in the subscribers ledger. 


The entry to record the cash collected from the subscribers is: 


CASH 


A Sime eh eae 

July i Subscriptions Rec. 
L. W. Thoms, $13,000; 

J. A. Mays, $5,000; 

L. C. Thomas, $4,500; 

O. R. Ray, $2,500. 


(ene) Sala S te we eee A 
50% of Subscription as follows: | 25000 — 


Receipts 

mY 
os 
IB a ey 


August 1. The Art Engraving Company received $25,000.00 
in cash, balance due from subscribers for stock subscribed. 


This transaction results in an increase in the asset cash and a decrease 


in the asset subscriptions receivable. 
shows the method of recording it in the cash book. 


CASH 





pera || a Subscriptions Rec. 50% of Subscription 
(Names of subscribers as above.) 








The entry in the illustration below 


Receipts 





The entry in the illustration at the left is to record the capital stock 
issued to the subscribers because the subscriptions have been collected in full. 


August 1,19... 





Capital Stock Subscribed........... 
Unissued Capital Stock........... 
To record the stock issued to 
subscribers on the deferred pay- 
ment plan. 


The debit records the 
subtraction from the 
capital stock sub- 
scribed, and the cred- 
it the subtraction 
from the unissued 


capital stock. When this entry is posted, the Capital Stock Subscribed account 
is in balance and the Unissued Capital Stock account shows a debit balance of 
$10,000.00, the par value of the stock the corporation is yet authorized to issue. 


> 
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Entry for Common and Preferred Stock. When a corporation is 
authorized to issue both common and preferred stock, the opening entry is 
the same as when common stock only is issued except the par value of each 
class of stock is shown separately. The separate account titles are Unissued 
Capital Stock Common, Unissued Capital Stock Preferred, Capital Stock Com- 
mon and Capital Stock Preferred. 

September 1. The Daisy Pump Co. received its charter of 
incorporation with authority to issue 1,250 shares of com- 
mon stock, par value $100.00, and 1,250 shares of 6% 
cumulative preferred stock, par value $100.00. 


The entry to record this authority to issue stock and the capital that 
will result from the stock when issued is in the illustration at the right. The 














par value of each September 1, 19... 
class of stock is re- ae Z | ee 
corded in separate Dae eo ede Com Tee ioe = 
nissue apital Stock, Pref...... 125000 — 
accounts. The rea- Capital Stock, Common........ | 125000 — 
son for the debits Capital es BE sage i 125000 — 
: : to recor the authorized 
and credits is the capibalacee 
| 





same as that given 
in connection with the journal entry on page 384. 


September 1. At the time of organization the Daisy Pump 
Co. had subscriptions for 1,000 shares of common stock 
at par, and 1,000 shares of preferred stock at par, and 
$100,000 cash collected from subscribers. The balance 
of the subscriptions is to be collected within 30 days. 


This contract with the subscribers for stock subscribed results in an in- 
crease in the asset subscriptions receivable for $200,000.00 and an increase 
in the liability of the corporation to issue at a later date, common stock, 


September 1, 19... _ $100,000.00, and pre- 
—eeee———— SS ferred stock, $100,- 
eater ons Bet ehle es ne ey 00000 ae 000.00. The entry 
ap. Stock Subscribed, Com.... c= 4 

Cap. Stock Subscribed, Pref..... 100000|— to : record the sub 

To record the subscriptions scriptions is in the 


to capital stock. : : 
(See page 386 when names of subscribers are re- illustration at the 


Sora left. The debit to 
the Subscriptions Receivable account records the increase in this asset. The 
credits to the Capital Stock Subscribed accounts record the increase in the 
corporate proprietorship which is its liability to the stockholders for stock to 
be issued... . 

The entry to record the cash received is: 
CasH Receipts 











1 . . 
Sept. | 1 Subscriptions Rec. One-half of subscriptions _ 100000 
(See page 386 when names of subscribers 
are to be recorded.) _ \| | 
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October 1. The Daisy Pump Co. collected $100,000.00 from 
subscribers for balance due on subscriptions. 


This transaction increases the asset cash and decreases the asset sub- 
scriptions receivable. The entry to record it is: 


CASH Receipts = 

Full collection has now been made from each subscriber, hence each will 
receive a certificate of stock for the number of shares subscribed. The entry 
in the illustration at the right shows the method of recording the issue of the 
the common and pre- 


ferred estock.. ach === 
of the Capital Stock Capital Stock Subscribed, Com... . 





19 mi 
Oct. 1| Subscriptions Rec. Balance of subscriptions 100000 
(See page 886 when names of subscribers 


are to be recorded.) 




















October 1,19... 





i ae 












10000 
i Capital Stock Subscribed, Pref... . .|| 100000 
Subser ibed accounts Unissued Capital Stock, Com... 100000 — 
is debited because the Unissued Capital Stock, Pref...... 100000 — 
liability to issue stock To record the stock issued to { 
subscribers on the _ deferre 

has been decreased. : payment plan. 
Each of the Unissued | 

| 


Capital Stock ac- 
counts is credited to record the decrease in that class of unissued capital stock. 


Assets Other Than Cash. The usual investment is cash but the cor- 
poration may agree to accept assets other than cash as the investment by 
a stockholder. The entry in the illustration at the left shows the method of 
recording the transaction with a subscriber in which the Davis Realty Co., a 


Santemben 1) 1008 ; corporation, accepted land, 

a ee value, $100,000.00, for 

and © ie SAPS Fv Scat tara 100000/— a subseription of equal 
Subscriptions Rec....... 100000\— 


Ncoeneed land tn eee amount. The Land ac- 

ment for stock subscribed. count is debited to re- 

cord the increase in the 

asset land. The Subscriptions Receivable account is credited to indicate sub- 

traction because previously the asset value of all subscriptions was recorded 

as a debit to this account; if a subscription had not been made previously, the 
Unissued Capital Stock account would have been credited. 

Opening Entry for No Par Value Stock. When a corporation is au- 
thorized to issue no par value stock, the law under which it is organized usually 
places a minimum value on this stock. For example, the Illinois law, page 374, 
fixes the minimum at $5.00 per share; the incorporators may fix the price at 
any amount in excess of $5.00. A subscriber for no par value stock will be 


yee = 
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required to invest assets equal to the value placed on it by the incorporators. 


Since only the value of the stock subscribed is known at the time of organ- 
ization, it is not customary to record the value of the unissued capital stock 
through an entry debiting Unissued Capital Stock and crediting Capital Stock. 
Information about the number of shares that may be issued and the number 
of shares actually issued may be given in connection with the Capital Stock 
account. ‘The usual plan is to state the total number of shares authorized 
in connection with the title of the account and the number of shares issued 
in the explanation column on a line with the amount received for these shares. 


When no par value stock is sold on the deferred payment plan, the entries 
to record the receipt of subscriptions, the receipt of cash from the subscribers, 
and the issue of stock to subscribers are the same as for par value stock. The 
debit to the Subscriptions Receivable account will be the total number of 
shares subscribed at the selling price of the no par value stock. 


The Acme Laundry Company secures a charter authorizing 
it to issue 1,000 shares of no par value stock. July 1, 800 
shares were subscribed for at $50.00 a share and cash re- 
ceived from each subscriber in full. 


Since cash was received, it is not necessary to make an entry debiting 
Subscriptions Receivable and crediting Capital Stock Subscribed for $40,000.00. 
This entry is omitted and the Capital Stock account credited for $40,000.00. 
The entry to record the transaction on the receipts side of the cash book is: 


PAGE 26 CASH Receipts 


Capital Stock | 800 Shares 


ug 
July | 1} 79 


won| | 











When this entry is posted, the Capital Stock account will appear as in 
the illustration at the right. PAGE 79 
It will be observed that ia ata mL OUe _Authorized 1000 Shares 


this contains full informa- ea! | ee = cm 10000 — 


tion regarding the num- 
ber of shares authorized and the number of shares ue: 

The Balance Sheet on page 381 illustrates the method of showing full 
information regarding no par value stock on the Balance Sheet. The total 
number of shares authorized as shown in connection with the title of the ac- 
count less the total number of shares issued recorded in the explanation col- 
umn of the Capital Stock account is the total number of shares yet to be is- 
sued. With this information and the present proprietorship, the stockholder 


























J ae 














» may ascertain the book value of his certificate. 
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Exercise 141, Opening Entries for a Corporation 
(ORAL OR WRITTEN) 


1. The following is quoted from the charter granted the Allen Construc- 
tion Company, July 1: “With a capital stock of $100,000.00.” What entry 
in the general journal will be required to record this authorized capital stock? 


2. July 2. The Allen Construction Company received $75,000.00 in cash 
from subscribers who had subscribed for capital stock, par value $75,000.00. 
(a) In what journal will this be recorded? What account is (b) debited? (c) 
credited? (d) What written evidence is given each subscriber for his invest- 
ment? 


3. The charter granted the American Dairy Products Company on January 
2, states: ‘With a capital stock of $150,000.00 consisting of 500 shares of 
8% cumulative preferred stock, par value $100.00, and 1,000 shares of common 
stock, par value $100.00.” What entry in the general journal is required to 
record the authorized capital stock? 


4, January 3. The American Dairy Products Company received $100,000.00 
cash, in full for subscriptions of common stock, $70,000.00, and preferred 
stock, $30,000.00. How will this transaction be recorded in the cash book 
only? 


5. The charter granted the Cooper Realty Company May 1 states: 
“With a capital stock of $75,000.00 consisting of 750 shares, par value $100.00.” 
What entry is required to record the authorized capital stock? 


6. May 2. The Cooper Realty Co. (Question 5) issued 100 shares of 
stock to J. L. Cooper for land accepted from him as his agreed investment in 
the corporation. State the entry to record this transaction. 


7. May 8. The Cooper Realty Co. (Question 5) received subscriptions 
from 25 subscribers for 500 shares of stock and cash for 25% of the subscrip- 
tions; the other 75% is to be paid monthly in three equal installments. State 
the entry (a) to record the subscriptions; (b) to record the cash received. 


8. April 1. You make application for a charter with authority to issue 
200 shares of no par value stock. May 1, when the charter is granted, you 
have sold 120 shares at $5.00 per share and collected cash from those to whom 
the stock was sold. (a) What entry is required to record the cash collected? 
(b) What information will be recorded in the Capital Stock account? 


9. June 1. You receive subscriptions for 70 shares at $5.00 per share and 
cash $210.00 collected from subscribers for 3/5 of their subscription, balance 
to be collected in two equal installments due in 60 and 90 days. State the entry 
to record (a) the subscriptions; (b) the cash collected. 
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Exercise 142, Posting Opening Entries 


1. Post the general journal entry page 384 and cash book entry page 385; 
write the journal pages of the text in your ledger but do not write your ledger 
pages in the text. 

2. Post the four entries illustrated on page 386 in the order of the illus- 
trations. ; 

3. Post the three entries on page 387 and the first two entries at the top 
of page 388. 


There is no relation between the three sections of this exercise, hence separate ledger 
accounts are required for each section. 


Exercise 143, Opening Entry, Par Value Stock 


The charter granted the Ross Granite Company March 1 states: “With 
a capital stock of $100,000.00 consisting of 400 shares 6% non-cumulative 
preferred stock, par value $100.00, and 600 shares common stock, par value 
$100.00.”” W. C. Ross, one of the incorporators, has agreed to accept 100 shares 
preferred stock and 125 shares common stock at par for the land containing 
the granite to be quarried by the corporation. The other four incorporators 
have subscribed for the remainder of the preferred stock and 200 shares of the 
common stock and cash was received from them in full. 


Instructions. (1) Make the entry to record the authorized capital stock. 
(2) Record the assets received from the stockholders for stock subscribed 
under date of March 1. 


Exercise 144, Opening Entries, No Par Value Stock 


1. The charter granted the Balloon Tire Company states: “With author- 
ity to issue 10,000. shares of no par value stock.’’ September 1, the day the 
charter was received, 8,000 shares were subscribed at $5.00 per share and cash 
received in full for the subscription. Make the entry to rerord the assets 
received and the stock issued. 

2. The charter granted the Eagle Refining Company October 1 states: 
“With authority to issue 100,000 shares of no par value stock.” At the time 
of organization, October 1, 50,000 shares were subscribed at $1.00 per share 
and cash $25,000.00 received from the subscribers as a result of collecting 
50% of the subscription. The balance of the subscriptions is due December 1. 
Make the entries to record (a) the capital stock subscribed; (b) the cash col- 
lected October 1; (c) the cash collected December 1; (d) the stock issued 
December 1. 

3. The charter of the Economy Farm Implements Company obtained 
October 1 authorizes 10,000 shares of no par value stock. 17,500 shares have 
been subscribed at $10.00 per share and 50% collected from the subscribers, 
balance to be collected in two equal amounts payable within 60 and 90 days. 
Make the entries (a) to record the stock subscribed; (b) the cash collected 
October 1, December 1 and January 2; (c) the stock issued January 2. 
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Incorporating a Going Business. When a going business is incor- 
porated, it is customary for the corporation not only to take over the assets 
but also to assume the liabilities and issue stock to the individual owner or 
partners for the proprietorship of the going business. The par value of the 
stock issued to the owner or owners of the going business is usually the balance 
of the proprietorship account or accounts unless the corporation is to pay 
more than the book value as explained in a subsequent paragraph. 


The entry to record the authorized capital stock, when stock with a par 
value is to be issued, is the same whether the corporation is organized as a 
new business or to continue the operation of a going business. When no par 
value stock is to be issued, the credit to the Capital Stock account is for the 
selling price of the stock at the time it is issued. 


The Balance Sheet is used as a basis for recording the assets, liabilities, 
and proprietorship of the going business. An appropriate account is debited 
with the value of each asset received from the going business and an account 
with the owner as vendor is credited for the total value of the assets. The 
account with the vendor is debited for the total liabilities and the appropriate 
account credited for the amount of each liability. The account with the 
vendors is debited for the par value of the stock issued to them and the Un- 
issued Capital Stock account is credited. 


September 1. Wilson & Jones, equal partners in a partner- 
ship operating a canning business, secured a charter to 
continue the operations of the business under the corporate 
name of The Peerless Canning Company. The corpora- 
tion is authorized to issue 5,000 shares of stock, par value 
$10.00 per share. Each partner accepts 1,250 shares of 
stock for his proprietorship in the partnership. 


The Balance Sheet below shows the assets, liabilities, and proprietary 
interest of the partners, August 31, the day before the transfer is made. 


WILSON AND JONES CANNING CO. 


























BALANCE SHEET, August 31, 19... 
en ie —j= || a = ia cat ———— 
Assets: || Liabilities: | 

Cashin ee Agee ndesaicle wale | 2478) 20) Notes Pavablesk ciao ee 2500| — 
Notes Receivable............. 600;—]|| Accounts Payable... .......... | 3521, 60 
Accounts Receivable.......... 4219} 27/| I — 
Factory Equipment .24,769 .05 I Lotal Jota bilities’. tat o.e semen 6021) 60 
Less Dep. Res. ... 2,852.40 |21916 65) Proprietorship: | 
Factory Supplies.............. || g21/80|| J.C. Wilson,-Capital 1.1 owe 12500; — 
Prepaid Insurance............ 129) 50. J. Wie JONES, Capital... os... 12500 _ 
Office Equipment... 1,500.00 
Less Dep. Res.... 250.00 || 1250)—) 
Office: Supplies: 4. /7eeenan nee oy 106 18) 
eae ae se ee 
DOTA ASSETS x). cheigene te pae ee 31021) 60) Toran LiaB. AND CAPITAL...... jee 60 





i il 
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The cash balance shown on the Balance Sheet will be transferred to the 
corperation by check made payable to The Peerless Canning Co. The other 
assets will be accepted by the corporation at the value stated; fixed assets 
will be accepted at their book value. When the transfer of cash and other 
assets mentioned on the Balance Sheet has been made, the facts shown on the 
Balance Sheet will be recorded in the general journal, and each partner will 
receive a certificate of stock for twelve hundred fifty shares, par value 
$12,500.00, as evidence of his investment in the corporation. 


The general journal entries at the right and the cash book entry below 
show the method of re- 


























cording the authorization ee aT ee 
of capital stock and the Unissued Capital Stock....... ‘50000 — 
transfer of the assets, lia- Capital Stock.......... es) | 50000\— 
bilities and proprietorship eet Seat ye epneneen 

from the partnership to I . 

the corporation. If the Ali Cashin ant aen ak | Mea | 2478/20) 
corporation had been au- Notes Receivable pn ORE | 600\— 
thorized to issue no par Pactory Bemoment lL (etoteles 

value stock, the first entry Factory Supplies..../.7,...4. 821/80 

would not have been re- Ak sear malate eee Eb 
eae erred pied: OFF a PC Go Vendors |) | |et02a}eo 
account instead of Unis- To record purchase of) 

sued Capital Stock would ee ee: C. Co. 1 

be credited in the last W: &.1.G, Co., Vendors:..... 6021.60 

entry. An asset account Apes tan re cepa ae | cena 
is debited for the value of Be wear. the liabillcies 

each asset, a liability ac- assumed ae W. & J.C. Co. 

count credited for the W. & J. C. Co., Vendors...... 25000 — 
San oe ea Mab ney, Bo ene eh cee ced ligase 
and the Unissued Capital to the partners. | 








Stock account credited for the par value of the stock issued to the partners. 
Fixed assets are recorded at the book value because this is the cost price to 
the corporation. 


The debits and credits to the account with W. & J. C. Co. Vendors are 
equal, hence, if desired, these entries may be checked and the posting omitted. 


Page 2 | | CasH Receipts 





19 = = = ——— = aoe i sien i ae 
Sept. 1 Vv | Wilson & Jones C. Co. | See journal, page 1 1 2478 20 i 
fester ees | | 

When the general journal and cash book entries have been posted, the 
account balances in the ledger will show the authorized capital stock, the 
capital stock that may yet be issued, the assets received for the sale of stock 
issued, and the liabilities assumed by the corporation. 





] 
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Closing the Ledger of a Going Concern. 


tration at the right show 
those required to record on 


August 315 19). 


[Ch. 32 


The entries in the illus- 


the ledger of the Wilson & The Peerless Canning Co... . .||34124;— 
if C h f f Cash at cnn en oe ene: 2478/20 
ones Co. the trans wl So Notes Receivable.......... 600|— 
the assets and liabilities to geass ee Ce ee ltr ie 
: actory Equipment........ 
the corporation. The first Factory Supplies........... 321/80 
two entries record the sale ee wares sogecanes rae 50 
of the assets and the trans- Oifica Supplies ames 106|18 
fer of the liabilities to the te ae we be of 
corporation; the third en- ON Te ae 
try, the stock received from Dep: ee Parton, Equip..... aa 40 
: . Res. ceHiguip. seen. — 
the corporation ; and the Notes Payable... qt - Rey tia eae 2500|\— 
fourth entry closes the Accounts Payable............ 3521/60 
£ , C it. l ic he ie, C. Co Pcnphece Meese: curr ohne te 9124 
RGIS Tie UNEP GAB aL EN To transfer the liabilities 
When these entries are of W. & J. i: The P. C, Co: 
posted, all the accounts in Stocks The P.O. Cofeeaale 25000|— 
the general ledger will be hs PoC. oe A vie pe 25000 
in balance. If the same ple PC Clo.skack. ans 
ledger is used by The Bes : a Wor 
F . C. Wilson, Capital......... — 
Peerless Canning Co., the J. W. Jones, Capiak whee Sag 12500|— 
same account titles may be Stock, The Peerless C. Co.. 25000 — 


used. The entries to close 
the accounts on the ledger 


To record the distribu- 
tion of P. C. Co. stock to 
the partners. 


of the Wilson & Jones Co. are posted and the accounts that balance ruled 
before the opening entry of the corporation is posted. 


Goodwill. Goodwill, as described by the United States Treasury Depart- 
ment, represents the value attached to a business over and above the value 
of the physical property. For example, a grocer may have stock and equip- 
ment valued at $10,000.00, but a corporation may offer him $11,000.00 for 
his store. The offer of more than the value of the equipment ‘and stock is made 
because the store has goodwill, that is, people are accustomed to buying from 
it and will probably buy more from it than they would from a new business. 


The asset goodwill is not of a tangible nature, hence it is usually referred to 
as an intangible asset. Its value is recorded in an account with the title Good- 
will; it is recorded only when purchased. The asset may be continued on the 
books indefinitely or may be written off in future fiscal periods. If written 
off, it is not considered an expense of any one period, but is charged to the 
earnings of previous periods as shown by the Surplus account. The use of the 
Surplus account in this connection will be discussed later. 

When Goodwill is recorded in an account at the time it is purchased, it will remain on 
the ledger as an intangible asset. If it is desired to charge it off over a number of fiscal 


periods, this charge must be made through capital. In the case of a partnership, the charge 
is to the partners’ capital accounts; in a corporation, to the Surplus account. ~~ 
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D. L. English owns the Busy Bee Restaurant. A corporation 
with an authorized capital of $50,000.00 is organized to 
continue the operations. D. L. English receives stock 
at par, $26,000.00, for his proprietorship; the corpora- 
tion assumes the liabilities. 


The proprietorship of D. L. English stated in equation form is: 
ASSETS $22,500.00 — LIABILITIES $1,500.00 =D. L. ENGLISH, PROP., $21,000.00 


The assets consist of cash $2,500.00 and equipment, book value, $20,000.00; 
the liabilities, a note issued to the bank for a loan. 


Since the proprietorship of D. L. English is only $21,000.00 and he re- 
ceives stock for $26,000.00, the incorporators are paying him $5,000.00 for 
goodwill. 


The general journal entries at the right and the cash book entry below 
record (a) the authoriza- 
tion of capital stock, (b) 
the transfer of the assets, 


September 1,19... PAGE 1 


Unissued Capital Stock 





(c) the assumption of lia- Gapital Stoel 
bilities, and (d) the issue To record the authorized 
of stock to D. L. English capital oN 
The conditions here are nee : 
the same as those in con- Goodwill. 
nection with the opening D. L. E., Vendor 
To record purchase of 
entry on page 393, hence paccis.of De de ie 
the reason for the debits 1 
: . D. L. E., Vendor 
and credits is the same. Notes Payable 
The Goodwill account is To record the liabilities 
debited for $5,000.00, the Ue ay MEN 
? ° ‘) 
i . L. English D. L. E., Vendor 
eae pad » : = . Unissued Capital Stock 
by the corporation for his gue coeerd® 1b stock: 
goodwill in the business. issued to D. L. E. ~ 
PAGE 2 CASH Receipts 


Md oe ys. je eh TP he ale SS ee 
Sept.| 1) v | Unissued Capital Stock See journal, page 1. 2500 4 | 
Sale of Stock at a Premium. Sometimes the stock in a corporation is 
offered for sale to the subscribers at a greater price than the par value. The 
purpose of this is to provide a surplus at the beginning as additional working 


capital. When the subscribers agree to pay more than par value for the stock, 
it is necessary to record this excess when the subscription is recorded. 


The Davis’ Company is granted a charter with an authorized capital 
stock of $100,000.00, par value, $100.00 a share. The promoters decide to 
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offer this stock for sale to subscribers at $25.00 above per. April 1, $100,000.00 
in cash has been received from stockholders for 800 shares at $125.00 per share. 

The entry to record the authorized capital stock in the general journal is 
made in the same form as in the illustration on page 384. The entry to record 
the cash received for the sale of stock at a premium is: 

















: CasH Receipts _ 

Loran | Ia | 

pre ok Unissued Capital Stock 800 shares, par value, $100 80000 — 
1 Premium on Capital Stock| 800 shares, $25 eb | 


When the journal and cash book entries have been posted, the capital 
will be shown by the balances of the Capital Stock, Unissued Capital.Stock, 
and Premium on Capital Stock accounts. The Premium on Capital Stock 
account is a proprietorship account showing part of the original investment. 


The promoters of a corporation may offer the stock for sale to subscribers at less than 
par value, unless prohibited by the law under which the corporation is organized. When 
stock is sold at a discount, the difference between the par value of stock and the cash 
received in payment for it will be debited to an account with Discount on Capital Stock. 
The debit balance of this account will be deducted on the Balance Sheet from the par value 
of the capital stock outstanding, when ascertaining proprietorship. 


Surplus. A corporation is organized because the stockholders expect 
to make a profit from the business it operates. This profit will result from 
transactions completed by the corporation. The nature of the transactions 
completed will be the same as that of transactions completed by a similar 
business operated as a sole proprietorship or partnership. 


The increases in proprietorship (income) and decreases in proprietorship 
(cost and expenses) are recorded in appropriate accounts which show the nature 
of the income, cost and expense. The balance of each of these accounts (referred 
to as temporary proprietorship accounts) is summarized in a Profit and Loss 
Summary account. A debit balance in the Profit and Loss Summary account 
shows that the operations of the business during the fiscal period have resulted 
in a net loss; a credit balance shows a net profit. 


When the business is operated as a sole proprietorship or a partnership, 
the net profit is transferred to the owner’s Capital account or to the Capital 
accounts of the partners in the proportion stated in the articles of copartner- 
ship. When the business is operated as a corporation, the net profit, which is 
the balance of the Profit and Loss Summary account, will not be transferred to 
the Capital Stock account, but to an account with Surplus. The reason for 
this is that earnings of a corporation can be paid as dividends but the invested 
capital can not. It is therefore, necessary to record the earnings separately 
from the invested capital in order that the directors will be certain never to 
pay dividends out of capital. The invested capital of a corporation is shown 
in the Capital Stock account, and the earnings in the Surplus account. For 
example, if a corporation is organized with a capital stock of $50,000.00 and 
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assets are received from the incorporators for this amount, the proprietorship 
stated in equation form is: 


ASSETS $50,000 = PROPRIETORSHIP $50,000 


If at the end of the first fiscal period the total assets are $73,000.00 and 
the total liabilities $14,000.00, the equation is: 


ASSETS $73,000 — LIABILITIES $14,000 = PROPRIETORSHIP $59,000 


In order that the board of directors will not pay out any of the capital 
as dividends, the equation may be restated as follows: 


ASSETS $73,000—Li4B. $14,000=CapitaL Stock $50,000+SuRPLUS $9,000 
CLOSING ENTRIES FOR A CORPORATION 


The Entries to Close the Ledger for a corporation are the same as 
for a sole proprietorship or partnership except the one entry required to close 
the balance of the Profit and Loss Summary account. The balance of the 
Profit and Loss Summary account is closed into the Surplus account through 

an entry in the general 

December 31, 19... journal. The entry in the 

| illustration at the left 

9000 shows the method of trans- 

ferring the $9,000.00 earn- 

| ings referred to in the 

foregoing illustration from 

the Profit and Loss Summary account to the Surplus account. Should the 

corporation be operated at a loss, the Surplus account is debited and thé 
Profit and Loss Summary account credited for the amount of the loss. 











Profit and Loss Summary..... 9000 
SUG LIS st cet 
To close the P. and L. 
Summary account. 








Exercise 145, Entries for Par Value Stock 
(ORAL OR WRITTEN) 


1. What entry is required to record the authorized capital stock? 

2. When the authorized capital stock is recorded, what entry is made 
for stock issued to those who have subscribed for stock and paid cash in full? 

3. If the authorized capital stock is not recorded at the time the corpora- 
tion is organized, what entry is made when stock is issued to a subscriber? 

4. When stock is sold on the deferred payment plan, what accounts are 
debited and credited (a) to record the stock subscribed? (b) to record the 
cash received from subscribers? (c) to record the stock issued to subscribers 
when full collection has been made? 

5. The proprietorship of W. H. Mills stated in equation form is: 


ASSETS $22,500.00 — LIABILITIES $6,250.00 = PROPRIETORSHIP $16,250.00 


W. H. Mills receives $18,000.00 worth of stock at par in a corporation 
organized to continue the operations of his business. (a) How much is the 
goodwill recorded by the corporation? (b) To what account is it debited? 
(c) How may it be charged off? 
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6. What entry is made to record the assets received from a subscriber 
when the stock is issued to him at the time the assets are received from him? 

7. What entry is required to record the assets received from the subscriber 
when collections are made for stock subscribed on the installment plan? 

8. R. H. Roe is to receive 25 shares of stock, par value $100.00 per share, 
in the Rapid Construction Company for a truck which is accepted by the 
corporation as his investment. What entry is required on the corporation’s 
books to record this transaction (a) assuming that the authorized capital 
stock is recorded on the ledger? (b) assuming that the capital stock is recorded 
only as it is issued? 

9. The proprietorship of A. C. Bills in a retail mercantile business which 
he operates is stated in the equation: 

ASSETS $21,250.00 = LIABILITIES $2,250.00-+ PROPRIETORSHIP $19,000.00 


He receives $20,000.00 worth of stock at par in a corporation organized to 
continue the business. (a) How much is the goodwill? (b) State the entries 
to record the authorized capital stock, $50,000.00, and the stock issued A. C. 
Bills using four types of assets and two types of liabilities. 


Exercise 146, Opening Entries 


A corporation authorized to issue 10,000 shares of stock, par value $5.00 
per share, is organized to continue the business operated by L. J. Charles. The 
agreement with L. J. Charles is that the corporation is to issue to him 5,000 
shares, $5.00 per share, for his assets in the business. Cash has been received 
from the other incorporators for 3,000 shares at $5.00 per share. 

The Balance Sheet below shows the condition of the business August 31, 
the day before the corporation is organized. 


L. J. CHARLES 
BALANCE SHEET, August 31,19... 











Assets: Liabilities: 
(GEE sew bl. ains-apiec aan yeaa te ar 11965)78 NotessPayablenn pase 8420/95 
Notes Receivable............. 3769/80 AccountsePayable ls... oo. meee 10865/83 
Accounts Receivable.......... 10941)75 : ——— 
Merchandise Inventory........ L2335)60'||| *Lotaltbrabilitiess van, se)-eeeeenss 18786|78 


Office Equipment... .1,450.00 
Less Dep. Reserve. 72.50 1377|50 ||| Proprietorship: 


Delivery Equipment. .2,140.00 Ihe Ja Charles Canitalen. aes |25000|\— 
_ Less Dep. Reserve. 214.00 1926|— 





Store Equipment..... 1,680 .40 
Less Dep. Reserve. 210.05 1470/35 





Potal -ASSetses. rire See rnsscs eee 43786)78 ||| Total Liab.and Prop...........- 43786|78 





























Instructions. (1) Record the authorized capital stock. 

(2) Record the assets received from the incorporators and the stock 
issued to them. 

(3) Post the entries and show in Balance Sheet form the proprietorship 
of the corporation under date of September 2, the day it begins operation. 
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Exercise 147, Opening Entries 


Your proprietorship in the business which you own, stated in equation 
form is: 


ASSETS $12,500.00 = LIABILITIES $2,500.00 + PROPRIETORSHIP $10,000.00 


You secure a charter with authority to issue 500 shares of stock, par value 
$50.00 per share. Those who join with you to secure the charter agree that 
you are to have 260 shares of stock for your proprietorship in the going busi- 
ness, thus giving you control of the corporation. Subscriptions, including your 
260 shares, have been received for.400 shares of the stock; cash is received from 
your associates for 50% of the stock subscribed, the balance to be collected in 
two equal installments payable in 60 and 90 days. 
Instructions. (1) Record the authorized capital stock. 
_ (2) Record the transfer of your assets to the corporation and the stock 
issued to you. Show four kinds of assets and two kinds of liabilities. 
(3) Record the subscriptions from subscribers. 
(4) Record the cash received from the subscribers at the time the cor- 
poration is organized. 
(5) Record each collection of cash from subscribers. 
(6) Record the stock issued the subscribers when subscriptions are re- 
ceived in full. 
You,may assume that the corporation is organized on the first day of the 
present month. 


Exercise 148, Opening Entries 


A corporation is formed to continue a business operated by Lee Brothers 
equal partners in a partnership. The corporation is to issue four hundred 
shares of common stock, par value $50.00 per share, to the partnership for 
its assets and assume all liabilities. The Balance Sheet below shows the assets, 
liabilities and proprietorship of Lee Bros. at the close of business on the day 
before the corporation is organized. ; 


LEE BROTHERS 
BALANCE SHEET, May 31,19... 






































Assets: Liabilities: 
CAshinwee hip rte rt aie c ota nts 2641/85 INotestaVallemann ae aets ett 3904/65 
Notes Receivable.......:..... 1941/50 Accounts Payable............. 2464/82 
Accounts Receivable.......... 9195/60 Accrued Wages... .5. 0.0 65 oa 126/87 
Merchandise Inventory........ 5169/80 pl sete ———_|—_. 
Prepaid Insurance............ 59/39 Total Liabilities:,.......... 6496/34 
Office ae, Bae .00 ‘ , 
Less Dep. Res.. 77.50 || 1472/50 ||| Proprietorship: 
Albert Lee, Capital...9,000.00 
Delivery Equipment. .2,750 .00 J. L. Lee, Capital... .9,000.00 
Less Dep. Res..... 275.00 || 2475|— : = 
Total Proprietorship........ 18000|— 
Store Equipment... .1,760.80 
Less Dep. Res..... 220.10 || 1540/70: 
ROtAIPASBEUSEET Eri dcn ts cincle cidraee: 24496134" Total Liab, and Propl.s..s...... 24496134 
SE ———|— 
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Instructions. (1) Make the entry to record the authorized capital stock 
of $75,000.00. 


(2) Make the entry to record the stock issued the partners. 


Exercise 149, Opening Entries 


L. C. Olds and his son, A. J. Olds, have been conducting a retail business 
as partners. January 2, a corporation is formed to continue the operations 
of the business under the corporate name of The Olds Mercantile Co. The 
authorized capital is $50,000.00 consisting of 400 shares of 6% cumulative 
preferred stock, par value $50.00, and 600 shares common stock, par value 
$50.00. The Balance Sheet below shows the financial condition of the part- 
nership, December 31. 


L. C. OLDS AND A. J. OLDS 
BALANCE SHEET, December 31, 19... 





























Assets: Liabilities: 
(CAST Serer? Bi oiven toca eee: 5438/04 Notes Payable tay. oases 1250|— 
Notes Receivable............. 3115)91 Accounts! Payable... ..-... 1. 17217|64 
Accounts Receivable.......... 14129|50 —_—_|— 
Merchandise Inventory........ 11709/19 Total Wiabilities.y-. a. «6 18467/64 
SUpplics ie. Geeta ctr. nee. eaiemiokes 125|— ||| Proprietorship: 
Office Equipment............. 2150|— Le COldss Capitalign..5 see 9100|— 
AZ Olds. Capital. mare 2. 22s. 9100|— 
MOCALMASSECR See's oi\. eels yn Aes 36660 (64115 Total Iaab: and, Propo... sokeene 36667 64 








January 2, the date of organization, W. L. Smith, secretary of the corpo- 
ration, submits a subscription list for 850 shares of preferred stock at par 
and 400 shares common stock at par. This list includes 250 shares of pre- 
ferred stock to be issued to L. C. Olds for his interest in the proprietorship 
and 250 shares of common stock to be issued to A. J. Olds for his share. The 
subscription list is accompanied by cash, $6,250.00, one-half the subscrip- 
tions of all subscribers except the two partners; the balance is to be collected 
in two equal installments, 50% February 1 and 50% March'‘1. 


Instructions. (1) Record the authorized capital stock. 

(2) Record the transfer of the assets by the partners to the corporation 
and the stock issued to them as per agreement. 

(3) Record the subscriptions from the other stockholders. 

(4) Record the cash received from the stockholders. 


(5) Show in journal form the entries necessary to close the ledger of the 
partnership. 


CHAPTER XXXIII 
BOOKS OF RECORD PECULIAR TO A CORPORATION 


A corporation is authorized in the charter to perform transactions with 
its stockholders through the board of directors and officers. The discussion 
in this chapter relates to the books required for recording these transactions 
with stockholders. 


Records for a Corporation. The stockholders in accordance with 
the authority given them in the charter, adopt by-laws and elect a board of 
directors to manage the business. The board of directors in turn elect officers 
(each of whom must be a stockholder) to represent it in transactions with 
stockholders, employees, creditors and customers. The records required for 
providing the needed information regarding the actions of the stockholders, 
board of directors and officers are as follows: 


Minute Book 
Subscription Book 
Subscribers Ledger 
Stock Certificate Book 
Stockholders Ledger 
Stock Transfer Book 


Minute Book. The minute book contains a record of (a) the charter, 
(b) the by-laws, (c) the business transacted by the stockholders at their meet- 
ings, and (d) the business transacted at the meetings of the board of directors. 
The entries in the minute book are usually made by the secretary. 


The stockholders usually adopt the by-laws and elect a board of directors 
at the first meeting when the corporation is organized. Subsequent meetings 
may be at any desired time; usually the stockholders hold at least one meeting 
each year. All business transacted by the stockholders which. includes the 
by-laws, amendments to the by-laws, and election of the board of directors, 
is recorded in the minute book. 


The board of directors elects officers and supervises their actions in con- 
nection with the operations of the corporation. Because of its close contact 
with the affairs of the corporation, the board of directors meets more often 
than the stockholders. The by-laws usually provide for regular meetings of 
the board of directors which may be weekly, monthly or quarterly, depending 
upon the nature of the business to be transacted by the board. Information 
regarding the call for regular and special meetings of the board of directors 
and the action of the board at its meetings are recorded in the minute book. 


401 


402 BOOKKEEPING AND ACCOUNTING [Ch. 33 


Entries in the minute book do not as a rule affect the bookkeeping records. 
Should an action of the stockholders or board of director's affect the book- 
keeping records, information regarding this action will be referred to the book- 
keeper by the secretary, as a basis for the bookkeeping records. ‘Thus, should 
the board of directors declare dividends, it will be necessary for the book- 
keeper to transfer from surplus a sufficient amount to pay the dividends. 
A notice from the secretary to the bookkeeper regarding the amount of divi- 
dends is sufficient authority for his entry. 


Subscription Book. When the corporation is to be organized, it is 
necessary for three or more of the promoters to make application for the 
charter. Usually those who promote the corporation, plan for financing it. 
This financing involves securing the assets to be invested by the proposed 
stockholders. The usual plan of promotion is to prepare a subscription list 
and have those who wish to invest sign this list stating the value of the assets 
to be invested. 


- Those who sign the subscription list are known as subscribers and each 
becomes a debtor (Para- 
graph 3, Section 2, Chart- 
SUBSCRIPTION LIST er Page 375) to the cor- 
poration for the value of 
the stock subscribed. Cash 
is usually collected from 
each subscriber for a part 
or all of his subscription. 
The corporation is usually 
required to have available 
£o,000| 0 CL: at the time the charter is 
granted assets for at least 
50% of the par value of 
4.000 ge the stock subscribed. 


3,000 


We, .the undersigned, hereby subscribe for the-number of 


shares of stock in the corporation known as 


5,000, 


The subscription list 
may be a separate card for 
each subscriber or a sheet 
of paper containing the 
names of the subscribers 
as in the illustration at the 
left. The statement in 
connection with the sub- 
scription includes’ the 
terms of the subscription. 


The binder in which 
the various subscription 
cards or subscription lists 





Ch. 33] RECORDS PECULIAR TO A CORPORATION 403 


are filed constitutes the subscription book. The information contained in this 
book provides a basis for recording the subscriptions. 


Subscribers Ledger. The ledger which contains a record of the changes 
in the amount due from each subscriber who subscribes for stock in the corpora- 
tion on the deferred payment plan is referred to as the subscribers ledger. The 
title of each account is the name and address of the subscriber. Each sub- 
scriber is debited in his account in the subscribers ledger with the par value 
of par value stock subscribed or with the selling price of no par value stock 
subscribed. Each subscriber is credited in his account with the amount of cash 
or other assets received from him to apply on his subscription. The subscribers 
ledger is usually separate from the general ledger and the transactions so re- 
corded as to have the Subscriptions Receivable account in the general ledger 
a controlling account for the accounts in the subscribers ledger. 


Recording Transactions with Subscribers. The number of sub- 
scribers on the deferred payment plan will determine the method of recording 
the transactions in the subscribers ledger so as to provide a control of the 
balances through the Subscriptions Receivable account in the general ledger. 
When there are a large number of subscribers, a subscribers journal is provided 
in which to record the subscriptions and a subscribers cash receipts journal 
in which to record cash collected on subscriptions. 


When the number of subscribers on the deferred payment plan is small, 
the needed information for posting to the subscribers ledger may be given 
in connection with the entry to record the asset subscriptions receivable in 
the general journal and the collection of cash in the, cash book. See illustra- 
tions on page 386. 


Stock Certificate Book. Each stockholder in a corporation has a receipt 
for his investment in the form of a stock certificate. He can sell or transfer 
all or a part of the stock indicated by the certificate to another person. This 
transfer can be made without the consent of anyone else connected with the 
corporation and without in any way affecting the affairs of the corporation. 
This is quite different from the transfer of ownership in a partnership for a 
partner can not dispose of or transfer his proprietorship without the consent 
of the other partner or partners. 


At the time a corporation is formed, the stock certificate book consists 
of a number of blanks provided for issuing stock certificates to stockholders. 
Each blank consists of two parts, (a) the stub and (b) the certificate; the stub 
is provided for the information needed by the corporation and the certificate for 
the information needed by the stockholder. The corporation needs to know to 
whom each certificate is issued, his address, and the number of shares issued to 
him. The stockholder needs to know the name of the corporation, the authorized 
capital stock, and in the case of par value stock, the par value of each share. 
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The illustration below shows a stock certificate and stub. Certificates 
are signed by the officers of the corporation authorized to issue stock and the 
stub is signed by the stockholder as a receipt and record of his signature; the 
signature of the stockholder is not always required. 
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- Illustration 73, Stock Certificate 


The illustration at the left shows the back of a certificate of stock. This 
form is provided for information relating to the transfer of the certificate by the 
holder. This transfer is through 
an authorized officer of the 





For Value Received, 29 __sell, assign and transfer to_Qe G.I onkin corporation. When stock in 
SSS thee took within mentioned, and hereby authorize fe) or. 7. > h. S T 
and appoint WUeTe Wwe spn Attorney to transfer the @ COED ation 1S p urcna, ed f om 
Sains ota taeis of ike Comey a stockholder, the purchaser 
EE owe wars should have the stock trans- 
Y 0) oe _D. 19. 
pa “RAH tn : ferred on the books of the 
Teale, . 
Pear corporation at once so that he 
it Ee eee may receive any dividend de- 


clared by the board of directors. 
: é When a new eertificate has 
Illustration 74, Back of Stock Certificate beensiesued nie nae: = 
exchange for a certificate purchased, the old certificate is canceled and filed 
either by attaching it to the stub of the certificate from which it was removed 
or placing it in a file provided for this purpose. 

When a stockholder wishes to transfer only a part of the stock stated in 
his certificate, it will be necessary for him to authorize an officer of the cor- 
poration to issue two certificates, a new one to himself for that part of the stock 
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which he retains and one to the stockholder to whom he has transferred a 
part of his stock. The original certificate is canceled and full information 
regarding the stock issued each stockholder is shown on the stubs from which 
the new certificates are removed. 


Stockholders Ledger. The ledger which contains an account with 
each stockholder showing the numbers of shares of stock owned by him is re- 
ferred to as the stockholders ledger. The title of each account in this ledger 
is the name and address of the stockholder. The information recorded in 
each account is the number of shares issued to a stockholder by the corpora- 
tion and the number of shares transferred by him to another stockholder; 
the par value of each share may also be recorded if desired. Each stock- 
holder is credited in his account for the number of shares issued to him and 
debited with the number of shares transferred by him. The credit balance 
of the account with a stockholder shows the number of shares owned by him. 


The illustration below shows one form of ruling for a stockholders ledger. 
The desired information regarding each certificate issued is recorded on one 
horizontal line. Three amount columns are provided. The number of shares 
of stock issued to a subscriber is recorded in the credit column and in the 
balance column. The number of shares of stock transferred by a subscriber 
is entered in the debit column; the new balance, which is the number of shares 
he now owns, is entered in the balance column. 
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Illustration 75, Stockholders Ledger 

Stock Transfer Book. When the stock of a corporation is listed on 
a stock exchange, it is customary to appoint a bank to act as transfer agent 
and to issue certificates of stock sold on the stock exchange. The transfer 
agent maintains a record of the stock issued in a stock transfer book. 

The illustration below shows one form of ruling for a stock transfer book. 
It contains columns for each item of information recorded on the stub of the 
certificate issued. The information in this book is reported to the corporation 
_ for record in its stockholders ledger. 


SERIAL No 
OF No. OF 
DATE CANCELED GyaREs | CERTIFIC! 4c. 31 ie | VA 
e ERTIFICATE ATEN re iA 


Illustration 76, Stock Transfer Book 














BY WHOM SURRENDERED TO WHOM ISSUED 


SERIAL No | 
No OF No AND FACE VALUE OF STAMPS 
OF NEW 

SHARES | 2c 
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Exercise 150, Corporate Records 
(ORAL OR WRITTEN) 


1. “A special meeting of the board of directors is called for Monday, 
8 P. M., July 7.” This is quoted from a letter sent to each member of the 
board of directors by A. L. Ray, Secretary of the Ray Mercantile Company, 
Inc. In what book would this notice be recorded? 


2. By a motion of B. A. Fry, seconded by D. L. Harns, A. L. Meyers, 
President, was authorized to lease a building at 714 Main Street for a period 
of ten years. (a) In what record will this appear? (b) In connection with 
what other business transaction will it be recorded? 


3. A. L. Jacobs invests $1,000.00 in the Art Manufacturing Company 
and receives a certificate of stock for 10 shares, par value $100.00. In what 
books of the corporation will this transaction be recorded? 


4. The account in the illustration at the right appears on the ee of 


the Kuhlman Drug Co., 
Inc. (a) What is the title N. D. Paxton 








. . eho 192 
of the ledger in which this jyy | 5/10 shrs. | {1000|—IJuly' | 5/250 250|— 
account appears? (b) What Aug. | 1/25% 250|— 












































does the entry on the 
debit side indicate? (c) Each of the two entries on the credit side? (d) Is the 
balance an asset or liability? (e) Why? 


5. The account in the illustration below appears on the ledger of the 
Moss Manufacturing Company, Inc. 





















































W. R. RAND 
No. of | No. of 

Date | Cer. | Shares | Shares To Whom and By Whom | Debit || Credit || Balance 

No. | Issued | Trans. Transferred 

19 a | 

June | 7| 461 25 Subscribed 1250/|—|| 1250) — 
Aug. |27| 469 10 To O. W. Balcon, No. 461 500'— | 750) — 
27| 470 15 Balance, No. 461 750 —|| 750|— 
Oct. |16| 496 20 By G. H. Banner, No. 430 1750) — 


(a) In what ledger does this account appear? (b) What other accounts are 
contained in the ledger? (c) If the terms of subscription were cash, what 
asset was received by the corporation when the first entry was made? (d) 
What assets were received by the corporation when the second, third and fourth 
entries were made? (e) How many certificates were issued for the second 
and third entries? . 


6. The Archer Mercantile Company, Inc., wishes to place an order for 
one hundred barrels of sugar with a firm from which sugar has been purchased 
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in the past. Will it be necessary for the board of directors to authorize this 
purchase at a regular or special meeting? 


7. One of the by-laws established by the stockholders of the Mellon 
Company, Inc., states, “The compensation of the officers shall be fixed by 
the board of directors’. The salary of the president is fixed at $10,000.00 
and the secretary, $7,500.00. In what record will the statements regarding 
these salaries appear? 


8. A. L. Jacobs (Question 3) transferred to his daughter, R. C. Jacobs, five 
shares of his stock. (a) State the procedure to be followed by Miss Jacobs 
and in the office of the corporation in order to effect this transfer. (b) Why 
is this procedure necessary? 


9. If the holder of a certificate of stock should lose it, could the finder 
(a) have it transferred to his name on the books of corporation? (b) collect 
the dividend? (c) Give reasons for your answers. 


Exercise 151, Corporate Records 


1. January 2. The Lamb Publishing Co. is incorporated with authority 
to issue 2,000 shares of common stock, par value $50.00 per share. 


January 3, at the time of organization, $75,000.00 cash was received from 
subscribers for 1500 shares of stock at par. 


December 31, at the close of the first year’s operations, the credit balance 
of the Profit and Loss Summary account was $18,946.57. 


January 5 of the next year the board of directors declared a 10% dividend 
payable February 1 following. 


February 1. Issued checks to stockholders for dividend declared. 


May 1. The board of directors voted to sell the remaining 500 shares 
at a premium of $10.00 per share on the deferred payment plan, 25% cash, 
balance payable quarterly. 


June 1. Received subscriptions for the 500 shares and cash $7,500.00 
for the first installment. 


Instructions. Prepare entries in journal form to record (a) the authorized 
capital, (b) the cash received and stock issued, (c) the transfer of the net profit 
to the Surplus account, (d) the dividend declared (Debit Surplus and credit 
Dividends Payable), (e) the payment of the dividend, (f) the stock sold on 
the deferred payment plan, and (g) the first installment collected. 

Post the entries. 
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2. The proprietorship of the Regal Manufacturing Company at the close 
of the fiscal period, December 31, is shown on the Balance Sheet as in the 
illustration below. 





Capital Stock Authorized). 2s... 4-0-0002 - 60000 |— 

WUnissued @anitalsStock ni... sae). sane 15000 j— 
Capital Stock Outstanding............. 45000|— 
Surplus....... Ren ee SLRs. oer a omaee ees 12500|— 
Proprietorship acre accrn rn eae 671500) 


Instructions. Show this same information in accounts and show the number 
of shares issued and outstanding; par value, $10.00. 


3. Copy the account in the illustration below and show the par value 
(each share $100.00) in place of the question marks. 


ALBERT PUTMAN 























No. of | No. of 
Date Cer. | Shares | Shares To Whom or By Whom Debit || Credit || Balance 
No. | Issued | Trans. Transferred 

19 
Sept. | 1).240 | 231 Subscribed ? 4 
12] 270 25 By G. H. Mean No. 216 ? ? 
I 50 To W. B. Kyle ? Ed 
Oct. {16} 326 200 Subscribed ? 2 
Nov. | 1] 327 75 To H. G. Young Z ? 
1| 328 25 By O. C. Dudley 2? 2 

















“4, The account in the illustration below appears on the subscribers ledger 
_of the Blair Construction Company: 

















W. C. BLAIR 10th and Main Sts., City 
19 192 ] 
Jan. | 2| 100 shares J} 1 /10000|—|| Jan. | 2} Trucks J | 1 | 3500,— 
2| Cash C |} 2 || 1500|— 
Apr. | 1} Cash - C 24 |) 2500\— 
1} Cash C {48 || 2500|— 


July 


Instructions. (1) Record in journal form the entry from which each 
item of information in this account was posted assuming that the authorized 
capital stock was recorded at the time of organization and that the subscrip- 
tion January 2 was on the deferred payment plan. 


(2) Record the issue of the stock to W. C. Blair at the time the last pay- 
ment was made. 


CHAPTER XXXIV 
ACCOUNTS PECULIAR TO A CORPORATION 


The discussion in this chapter provides a summary of that given in the 
three preceding chapters and relates to the accounts required to provide the 
information referred to in the following quotation from paragraph 7, second 
division of the charter on page 375. 

“The books of the corporation shall show the original and subsequent 
stockholders, their respective interests, the amount which has been paid on 
the shares subscribed, the transfer of stock, and other transactions in which 
it is presumed the stockholders . . . may have an interest.” 


Corporate Accounts. The usual accounts required to record the trans- 
actions completed by the corporation with its stockholders are Capital Stock, 
Unissued Capital Stock, Surplus, Dividends Payable, Treasury Stock, Sub- 
scriptions Receivable and Capital Stock Subscribed. Other accounts may be 
required. These include Paid In Surplus, Capital Surplus, Organization Ex- 
pense, Goodwill and Bonds Payable. The accounts required to contain a record 
of the transactions completed by the corporation with creditors, customers 
and others with whom it may have dealings are the same as those kept by a 
business of a similar nature operated as a sole proprietorship or a partnership. 


Authorized Capital Stock. The charter states the number of shares 
of stock which the corporation is authorized to issue and the par value of the 
stock, if it has a par value. The corporation is not required to issue all the 
authorized stock at the time of organization and it can not issue a greater num- 
ber of shares of stock than authorized by the charter. The corporation may 
reduce its stock at any time a majority of stockholders elect to do so but it 
can not increase the number of shares authorized without an amendment of 
the charter by the authority which granted it. 

To avoid the possibility of issuing more stock than authorized, it is cus- 
tomary at the time the corporation is organized to record the authorized 
capital stock. The Unissued Capital Stock account is debited for the par 
value of par value stock authorized and the Capital Stock account credited 
for the same amount. The Unissued Capital Stock account is credited for the 
par value of stock issued to stockholders. The Unissued Capital Stock ac- 
count cannot be used for stock which has no par value since the Capital Stock 
account is credited for the selling price of this stock after it is sold and issued. 
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The Capital Stock Account is a record of the increases and decreases 
in the amount of the capital stock (shown at par) which the corporation is 
authorized to issue. This account is credited for increases which are (a) the 
par value of the total authorized capital at the time the corporation is organized 
and (b) the par value of the increases as authorized by an amendment to the 
charter. The Capital Stock account is debited for decreases in the amount of 
capital stock outstanding as authorized by the stockholders. 


‘When debited and credited as described, the credit balance of the Capital 
Stock account shows the par value of the authorized capital. It is shown on 
the Balance Sheet in connection with the proprietorship of the corporation. 

When the corporation is authorized to issue no par value stock, the credit to the Capital 


Stock account is the selling price of the stock for the number of shares issued. The number 
of shares authorized is shown in connection with the title of the account. 


The Unissued Capital Stock Account is a record of the amount of 
capital stock authorized but not yet issued. This account is debited for the 
amount of the authorized capital stock (at par) at the time the corporation is 
organized and credited for the amount of the capital stock (at par) issued to 
stockholders from whom the invested assets have been received. 


When the Unissued Capital Stock account is debited and credited as 
described, the debit balance will show the par value of the capital stock which 
the corporation is yet authorized to issue. It is shown on the Balance Sheet 
as a deduction from the capital stock authorized (Capital Stock account) to 
show the amount of capital stock outstanding. 

When the corporation is authorized to issue no par value stock, the Unissued Capital 


Stock account is not used. In this case, the Capital Stock account is not credited until 
stock is issued, and then only for the amount received for the stock. 


Surplus and Dividends. The net increase in the amount of corporate 
property as a result of transactions completed is profit referred to as surplus, 
and the decrease, a loss or deficit. As explained on page 397 the profit or loss 
is transferred from the Profit and Loss Summary account to the Surplus ac- 
count at the close of the fiscal period. The credit balance df the Surplus ac- 
count shows the amount of accumulated profit available for dividends. 


The board of directors are elected by the stockholders to supervise the 
operations of the business and determine the distribution of the profit. The 
board of directors may distribute corporate assets to the stockholders but the 
amount of this distribution must not exceed the net profit as recorded in the 
credit balance of the Surplus account. This authorized division of assets 
among the stockholders is referred to as a dividend and the action of the board 
authorizing the distribution, as declaring a dividend. In the case of par value 
stock, the dividend is usually designated as a stated per cent of the par value, 
and in no par value stock as a designated number of dollars or dollars and 
cents per share of stock. Dividends are declared only on stock issued and 
outstanding. 


a 
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The declaration of a dividend by the board of directors results in an 
increase in the liability dividends payable for the amount of the dividend and a 
decrease in the credit balance of the Surplus account for the same amount. 
Dividends are usually paid in cash. The payment of a dividend results in a 
decrease in the liability dividends payable and a decrease in the asset cash. 


A part of the surplus is sometimes distributed to the stockholders in stock certificates; 
this is referred to as a stock dividend. A stock dividend differs from a cash dividend in that 
the corporate assets are not affected. A stock dividend is recorded as a debit to the Sur- 
plus account for the amount of the dividend and a credit to the Unissued Capital Stock 
account for the same amount. 


The Surplus Account is a record of the profit or loss resulting from the 
operation of the corporation. This account is credited at the close of each 
fiscal period with the net profit or debited at the close of a fiscal period with 
the net loss or deficit. During the fiscal period, the Surplus account is credited 
for any errors made in a previous period which increase the profit recorded in 
it and debited for any errors made in a previous period which decrease the 
profit recorded in it. The Surplus account is also debited for the amount of 
each dividend declared and for any amounts taken out of surplus and set 
aside for a specific purpose. 

When debited for decreases (net loss, correction of errors in previous 
Profit and Loss accounts when the profit was overstated, dividends declared, 
and funds set aside for a specific purpose) and credited for increases (net profit 
and correction of errors in previous Profit and Loss accounts when the profit 
was understated) the credit balance of the Surplus account will show that part 
of the profit which has not been declared as dividends. It is shown on the 
Balance Sheet as a part of the corporate proprietorship. 


The corporation can make no profit on transactions which relate to the purchase or 
sale of its own stock. Any increases or decreases in assets because of a difference between 
par value of stock and assets received or given is an increase or decrease in capital, hence . 
should not be recorded in the Surplus account. Only.the profit or loss resulting from trans- 
actions completed with customers, creditors and others with whom the corporation deals 
is recorded in the Surplus account. All the profit recorded in the Surplus account is subject 
to dividend by order of the board of directors. 


The Dividends Payable Account shows the liability of the corporation 
to the stockholders for the payment of dividends declared by the board of 
directors. This account is credited for the amount of each dividend on the date 
declared and debited when these amounts are paid to the stockholders. 

The credit balance of the Dividends Payable account shows the amount 
owing to one or more stockholders who have not yet received the dividends. 
It is one of the current liabilities and shown as such on the Balance Sheet. 


It is customary to designate each dividend by number and indicate this number in the 
title of the account or in the explanation column of the Dividends Payable account. Thus, 
the title of the account in which the first dividend is recorded may be Dividends Payable 
No. 1, the second one Dividends Payable No. 2, the third one Dividends Payable No. 3, 
etc. Unless the account titles are described in this manner, the title would be Dividends 
Payable, with No. 1, No. 2, No. 3, etc., written in the explanation column of the account. 


Subscriptions Receivable. As explained on page 385 a subscriber’s 
promise to make investments in the corporation on the installment plan 
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increases the asset subscriptions receivable and increases the liability capital 
stock subscribed. A subscription on the installment or deferred payment plan 
is recorded as a debit to the Subscriptions Receivable account and a credit 
to the Capital Stock Subscribed account. 

Cash received from a subscriber as a part of his investment results in an 
increase in the asset cash and a decrease in the asset subscriptions receivable. 
When the full amount which the subscriber has agreed to invest has been 
collected from him, the corporation fulfills its promise through issuing stock 
to him. The issuing of stock to a subscriber results in a decrease in the amount 
of the capital stock, the corporation has promised to issue and a decrease in 
the capital stock it has available for issuing. The Capital Stock Subscribed ac- 
count is debited to record the subtraction from the amount which the corpora- 
tion has promised to issue and the Unissued Capital Stock account is credited 
to record the decrease in the amount of capital stock not yet issued. 


The Subscriptions Receivable Account is a record of the increases 
and decreases in the asset subscriptions receivable. This account is debited 
for subscriptions received, and credited for cash or other assets received from 
subscribers. 

The debit balance of the Subscriptions Receivable account shows the 
amount still to be collected from subscribers. It is one of the current assets of 
the corporation and shown as such on the Balance Sheet. 


The Capital Stock Subscribed Account is a proprietorship account 
which shows a record of the increases and decreases in the corporate liability 
to the stockholders to issue stock at some time in the future. This account is 
credited for the subscriptions received from subscribers on the deferred payment 
plan and debited for the par value or selling price, if no par value stock, of the 
stock issued to the subscriber. 

The credit balance of the Capital Stock Subscribed account shows the 
liability of the corporation to issue stock to subscribers when they have com- 
pleted paying their subscriptions. It is shown on the Balance Sheet as a part 
of the proprietorship. : 


If the Balance Sheet is prepared before any stock has been issued because collection 
has not been made in full from subscribers, the credit balance of the Capital Stock Sub- 
scribed account will show all the invested capital at that time. 

Bonds. Paragraph 7, first division of the charter on page 375 states “To 
borrow money and issue notes or bonds upon the face of the corporate prop- 
erty’. This means that the corporation has the right through its officers to 
issue short-time notes, or long-time notes usually referred to as bonds. 


A bond is a long-time note authorized by action of the board of directors 
and executed by the officers of the corporation. The purpose of the bond 
issue is to secure assets for use in the operation of the business. When a bond © 
issue is made, it is customary to issue a number of bonds of denominations of 
$100.00, $500.00, or $1,000.00. The sum of the face value of the various bonds 
is equal to the total of the bond issue. 
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A bond issue is made for a term of years, usually ten years or more. 
Each bond issue may have attached to it coupons which are the corporation’s 
promises to pay interest on the bond at specific times, usually semi-annually. 


The Bonds Payable Account is a record of the increases and decreases 
in the liability bonds payable. This account is credited for the face value of the 
bonds issued and debited for the face value of any bonds paid. 

The credt balance of the Bonds Payable account shows the amount of 
the liability bonds payable. It is one of the fixed liabilities of the corporation 
and shown as such on the Balance Sheet. 

A fixed liability is one which is payable a comparatively long time after the debt is 


contracted. Fixed liabilities differ from current liabilities in that current liabilities are 
payable in a short time, usually within two or three months. 


Organization Expense. The expense incurred in connection with organ- 
izing a corporation is known as organization expense. This expense includes 
legal fees, commission, office rent and similar expenses incurred before the 
corporation is ready to begin business. 

Ordinarily expenses are not considered to be assets, but organization 
expense is an asset of a nature similar to deferred charges. It may be carried on 
the books as an asset permanently although many companies write it off over 
a number of fiscal periods. If it is charged off, it is not considered an expense 
of any one fiscal period, but is charged to Surplus. 

While organization expense is an asset yet it is of an intangible nature, 
hence it is referred to as an zntangible asset. In this respect it differs from such 
deferred assets as supplies and prepaid insurance. 


The Treasury Department has ruled that organization expense can not be regarded as 
an operating expense, that is, a deduction from the operating income for one or more fiscal 
periods. It may, however, be written off as a debit to the Surplus account. 


The Organization Expense Account is a record of the deferred asset 
organization expense. This account is debited at the time the-corporation is 
ready to begin business for the total expenses required in connection with the 
organization, and credited at the close of each fiscal period for the amount 
which the board of directors authorizes to be charged off. 

The debit balance of the Organization Expense account shows the amount 
of the deferred asset organization expense yet to be charged off. It is shown 
on the Balance Sheet after the fixed assets; it is not shown with the deferred 
assets because it does not have the same meaning as supplies or prepaid in- 
surance. 


The Goodwill Account is a record of the goodwill purchased by the 
corporation in connection with the purchase of a going business as explained 
on page 395. The Goodwill account is debited at the time of purchase for the 
cost of the goodwill. The debit balance shows the cost of the gcodwill. It is 
an intangible asset and shown on the Balance Sheet after the fixed assets. 
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The amount paid for goodwill may be allowed to remain in the Goodwill 
account or it may be charged off through Surplus in the same manner as 
organization expense. It cannot be regarded as an operating expense and 
deducted from operating income; this statement applies whether the goodwill 
is recorded on the ledger of a partnership or a corporation except that in the 
ease of a partnership the goodwill is charged off through the capital accounts. 


The cost of obtaining a copyright is debited to an account with Copyrights, and a 
patent right, to an account with Patent Rights. These accounts contain a record of in- 
tangible assets of the same nature as goodwill. When charged off over a period of years, 
the amount of the decrease in the asset value of the copyright or patent right applicable to 
each year may be recorded as an expense deductible from the income for the year. 


Treasury Stock. The law under which a charter is issued usually pro- 
hibits the corporation from buying its own stock except under certain con- 
ditions. When it is necessary to purchase the stock under these conditions, 
the stock so purchased must be sold within a designated time, usually one 
year. The purchase of its own stock by a corporation resuits in a decrease in 
the assets and a corresponding decrease in the capital stock outstanding for 
the par value of the stock purchased. Stock which comes into the possession 
of the corporation through transactions of this nature is referred to as treasury 
stock. It is customary to record the par value of treasury stock in an account 
with the title Treasury Stock. 


Treasury stock has the same meaning to the corporation as unissued 
capital stock in that it is a deduction from the authorized capital stock re- 
corded in the Capital Stock account. Neither treasury stock nor unissued 
capital stock have an asset value. The sum of the par value of unissued 
capital stock and treasury stock is deducted from the capital stock authorized 
to ascertain the par value of the capital stock outstanding; these accounts are 
shown in this manner on the Balance Sheet. 

Treasury stock may also come into the possession of the corporation 
through donation by stockholders. The meaning of treasury stock is the 
same whether it is received from a stockholder as a donation or purchased 
from a stockholder. : 

Donated Treasury Stock. Should the stockholders wish to secure 
additional assets as an investment in the corporation without increasing the 
capital stock outstanding, they may donate a part of their stock to be sold 
by the corporation. Stock donated to the corporation by its stockholders does 
not change the assets, liabilities or proprietorship of the corporation but it 
does reduce the amount of the capital stock outstanding. A record of this 
should be made on the ledger in order that the par value of the outstanding 
capital stock may be shown by account balances. The usual plan is to record 
the par value of the stock donated as a debit to the Treasury Stock account 
and a credit to an account with the title Donated Treasury Stock. 


May 10. The stockholders of the May Store, Inc., agreed 
to donate stock with a par value of $10,000.00. 
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The entry to record the needed facts on the ledger is in the illustration 
at the right. The 





i May 10, 19 
debit to the Treaas- === i 
ury Stock account TraasuryiStock, 2s = l.¢cocne.. 10000 —|| 
records the decrease Donated Treasury Stock.... 10000|— 
; : 100 shares of stock do- 
in the outstanding nated by stockholders. 


stock and the credit 
to the Donated Treasury Stock account records the authorized increase in 
capital to be secured through assets received when the donated stock is sold. 
May 20. The May Store received $10,000.00 in cash for 
stock issued as authorized by the donation May 10. 

This transaction results in an increase in assets and a corresponding in- 
crease in invested capital. The Cash account is debited to record the increase 
in assets and an account with Donated Surplus or Capital Surplus credited to 
record the increase in invested capital. This additional investment can not 
be recorded as a credit to the Capital Stock account because this account 
was credited with the par value of all authorized capital stock at the time of 
organization, nor to the Surplus account because this account contains a record 
of the profit available for dividends. The entry to record the cash is: 


CASH Receipts 


ee 
Hay feo] | Donaea sur | Donated Surplus | Donated stock | 10000 — 


Since the assets are now in the form of cash and the ownership is repre- 











May 20 























May 20, 19 sented in the Do- 
Se a a ar ar in| me ee nated Surplus ac- 
Donated Treasury Stock...... 10000 count, it is necessary 
MrCASUGY OLOC Gyan yaoi. 10000\—__ tg remove the Do- 
To close the Donated 
Treasury stock account. nated Treasury Stock 


and Treasury Stock 
accounts from the books. This is accomplished by reversing the first entry as 
shown in the illustration at the left. 


If the May Store had received only $9,000.00 cash for the stock sold, 
the credit to the Capital Surplus account would have been $9,000.00 instead 
of $10,000.00. The price received from the sale of the donated stock will not 
affect the journal entry to record the donation and to reverse the entry after 
the donated stock is sold. 


The Treasury Stock Account is a record of the corporation’s own stock 
which has once been issued and is again owned by the corporation. This account 
is debited when such stock is purchased by or donated to the corporation, and 
credited when this stock is sold. Stock entered in this account is always valued 
at par. 


The debit balance of the Treasury Stock account shows the amount of 
the stock in the treasury (valued at par) available for sale to stockholders. It is 
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shown on the Balance Sheet as a deduction from the balance of the Capital 
Stock account because it reduces the amount of the capital stock outstanding. 


The Donated Treasury Stock Account is a record of the par value 
of capital stock donated to the corporation by its stockholders. This account 
is credited for the par value of the stock at the time donated and debited with 
the par value of the donated stock when sold and issued. 

When debited and credited as described, this account will balance. Since 
the purpose of the donation is to secure capital, the closing entry is usually a few 
days after the opening entry, hence it will not appear on the Balance Sheet. 


Capital Surplus Account. The purpose of the Capital Surplus account 
is to contain a record of the capital authorized by the stockholders through 
donated stock. This account is credited for the assets received from the sale 
of donated stock. The credit balance is shown on the Balance Sheet as a part 
of the proprietorship. 


When all of the capital stock authorized has been issued and the stockholders desire 
to increase the invested capital, they may invest additional assets instead of donating 
stock. The investment of these assets results in an increase in the assets and a corre- 
sponding increase in the invested capital. Cash or the account which shows the value of 
the assets invested is debited and an account with Paid In Surplus credited. 


Exercise 152, Corporate Accounts 
(ORAL OR WRITTEN) 


1. At the close of the annual fiscal period, December 31, the credit balance 
of the Profit and Loss Summary account on the ledger of a corporation is 
$32,500.00. State the journal entry required to close this account. 

2. January 5 after the entry in Question 1 was made, the board of directors 
declared a dividend of $2.50 per share on 8,400 shares outstanding. State the 
entry required to record this dividend. 

3. July 1 after the date referred to in the preceding question, the balance 
of the Dividend account was $75.00 because the address of a stockholder was 
unknown. (a) Was this a debit or a credit balance? (b) How many shares 
of stock does this stockholder own? 

4. The authorized capital stock of a corporation is $100,000.00. State 
the entry to record this stock July 1, the date of organization. 

5. On the date of organization the corporation referred to in Question 4, 
received subscriptions on the deferred payment plan for stock with a par value 
of $75,000.00. State the entry to record these subscriptions. 

6. October 1, the balance of the Subscriptions Receivable account on the 
ledger of the corporation referred to in Question 5 was $35,000.00. (a) Is 
this a debit or credit balance? (b) How much has been collected from sub- 
scribers? (c) In what account is the invested capital recorded? 

7. The Dix Creamery, Inc., is in need of additional capital. All author- 
ized capital stock has been sold. State one way in which the board of directors 
can secure this capital so that it may be used over a period of years. 

8. In what book would the information regarding this proposed increase 
in capital be recorded? 
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9. The Bonds Payable account on the ledger of the Jones Tractor Co. 
shows a balance of $22,500.00. (a) Is this a debit or credit balance? (b) Why? 


10. When the Hood Railway Co. was organized, May 1, the secretary 
reported expenses in connection with organization of $12,500.00, and the 
board of directors authorizes the treasurer to issue a check to him for this 
amount. How will this check be recorded? 


11. April 30 of the year following (Question 10), the credit balance of the 
Profit and Loss Summary account on the ledger of the Hood Railway Co. 
was $38,600.00. State the entry to close this account. 


12. On the same date as the preceding question, the board of directors 
of the Hood Railway Co. authorized the bookkeeper to charge off one-tenth 
of the organization expense. State the required entry. 


13. How much profit will the Hood Railway Co. have available for divi- 
dends when the entries required in Questions 11 and 12 have been posted? 


14. The Goodwill account on the ledger of Miller Range Co. shows a 
balance of $11,700.00. (a) Is this a debit or a credit balance? (b) Why? 


15. The balance of the Goodwill account referred to in the preceding 
question is 9/10 of that recorded at the time the corporation was organized, 
1/10 having been charged off at the end of the first year. (a) How much was 
the goodwill at the time this corporation was organized? (b) What entry 
was required to charge off this one-tenth? 


16. The Parker Mercantile Co. requires each employee to own at least 
one share of stock in the company with the understanding that the company 
will buy the stock of an employee should he resign. A. L. Bradley, an employee, 
owns one share for which he paid the company par value, $100.00. June 1, 
he resigned and the company paid him $100.00 for his share of stock. State 
the entry required to record this transaction. 


17. July 1. The share of stock purchased from A. L. Bradley (Question 
16) was sold to L. E. May and cash received from him for the par value. (a) 
State the entry to record this transaction. (b) Will L. E. May receive the 
certificate which was held by A. L. Bradley? 


18. The Long Machine Co., a corporation, needs additional invested 
capital. The authorized capital stock has been sold and issued. State two 
ways in which the stockholders may increase the invested capital without 
amending the charter. 


19. The stockholders of the Long Machine Co. vote to donate 200 shares 
of stock, par value $20,000.00. State the three entries required in connection 
with this donated stock which is sold for $18,000.00 cash. 


20. The stockholders of a corporation which has sold all of its authorized 
capital stock vote to increase the capital by investing an additional $25,000.00 
in cash. State the entry to record this investment. 
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Exercise 153, Opening Entries 


L. C. Cotter and D. H. Layman own and operate the Cotter & Layman 
Hardware Company as a partnership. The company is incorporated under 
the same firm name with a capital stock of $50,000.00, 200 shares of preferred 
stock par value $100.00, and 300 shares of common stock par value $100.00. 
L. C. Cotter receives 120 shares preferred stock for his proprietorship and 
D. H. Layman, 100 shares of common stock for his proprietorship. J. B. 
Cole, D. A. Holmes, C. L. Barnes and L. M. Edwards each subscribe for 10 
shares of common stock, one-half cash, balance to be collected in three months. 

The Balance Sheet below shows the condition of the partnership busi- 
ness September 30, the day before the corporation is organized. 


COTTER & LAYMAN HARDWARE CO. 
BALANCE SHEET, September 30, 19 









































Assets: Liabilities: | 
Case chee 1 ek ree nk 824/85 || Notes Payable..... yey ee 4000 — 
Notes Receivable......:....... 3846/50 || Accounts Payable.............. 2816 50 
Accounts Receivable........... 8759154.|| Accrued, Wages... ......5.. 0-52. 109 35 
Merchandise Inventory......... 9642/81. —— 
SDD Y of SPOKEN 2 1 0 Sete te Supe 27/65: ‘Totaltiaabilities 29 race... 6925 85 
Prepaid Insurance............. 52/50 | 
Office Equipment.......1850.00 Proprietorship: 

Less Depreciation Res. 218 .00]| 1182/—'| L.C. Cotter, Capital...... 10000 | 
: D. H. Layman, Capital... 9500 
Delivery Equipment... .2600.00 —— 
Less Depreciation Res. 460 .00)| 2140|— Total Proprietorship....... 19500|— 
Heal sebtan! wey oid eldedvin ac, ot 26425|85||/Total Liab. & Prop............... 26425 85 








Instructions. (1) Record the authorized capital stock. 

(2) Record the stock subscribed. 

(3) Record the assets received from the subscribers and the Goodwill. 
(4) Record the capital stock issued to the partners. 


Exercise 154, Analysis of Surplus 


The account in the illustration below appears on the ledger of the Durham 
Chemical Company at the close of the monthly fiscal period, July 31. 








* SURPLUS 
19 19 
July | 5) Dividend J19} 10000|\—|July | 1) Balance 12652/75 
15| Error J27 68)50 20} Error 13|60 
31| P. & L. Summary 18521|90 






































Instructions. (1) Show the entries in general journal form from which 
the two debits and the second and third credits were posted. The error July. 
15 was an allowance because of an overcharge to a customer for sale of April 10 
and not recorded when reported April 16. The error of July 20 is an allowance 
because of an overcharge by a creditor for purchase of May 20 but not re- 
corded when reported May 24. 

(2) Why is the Surplus account debited and credited for these errors? 

(3) Show the entries in general journal form which would have been 
made to correct the errors had the record been made on the dates reported. 


CHAPTER XXXV 
COLUMNAR RECORDS 


The purpose of columnar records is to facilitate posting and ‘provide for 
control of subsidiary ledgers. The need for columnar records has been dis- 
cussed and illustrated in previous chapters. The discussion in this chapter 
relates to (a) the cash journal, (b) the notes receivable and payable journals, 
and (c) columnar purchases and sales journals. 


Cash Journal. A combination of the cash book and the general journal 
is referred to as a cash journal. This combination facilitates recording trans- 
actions and posting. The cash journal is of special value when many transac- 
tions of the same nature are to be recorded and one bookkeeper records them. 

In a non-trading business the cash journal may be the only book of origi- 
nal entry required. In a trading business special journals will be required 
for recording purchases and sales. When transactions involving notes re- 
ceivable and notes payable occur frequently, the note registers may be used 
as books of original entry. 

The combined cash receipts journal and cash payments journal is sometimes referred 
to as a cash journal instead of a cash book. The usual interpretation of the cash journal, 


however, is a combination of two or more journals each of which has special columns for 
amounts to be posted in total to the same accounts. 


Illustrations. The cash journal and the other journals usually required 
in connection with a trading business are best explained through illustrations. 
The illustrations which follow contain a record of the transactions completed 
by the Ault Grocery Company, a corporation, during the monthly fiscal period 
of June; the same records would have been used had the business been oper- 
ated as a sole proprietorship or partnership. 

The Ault Grocery Company sells groceries at wholesale and operates a 
branch store, in the same city, which serves the retail trade. All purchases are 
recorded in the purchases journal; sales at wholesale and to the branch store, 
in the sales journal; notes received from charge customers, in the notes receiv- 
able journal; notes issued to creditors and the bank, in the notes payable jour- 
nal; and all other transactions in the cash journal. 

Two subsidiary ledgers are maintained, one with accounts receivable 
and the other with accounts payable. Controlling accounts are maintained 
in the general ledger for each of these subsidiary ledgers. The transactions 
completed by the branch store are recorded by a bookkeeper at the branch 
store. The Branch Store account in the general ledger contains a record of the 
assets transferred to the branch store and received from it, but is not a control 
of all the entries recorded by the branch store bookkeeper. 
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PAG CASH JOURNAL FOR MONTH OF JUNE, 19 
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Illustration 77, Cash Journal (Left Page) | 


Recording Transactions in the Cash Journal. Each transaction 
which would be recorded in the separate cash book or the separate general 
journal is recorded in the cash journal. Before recording a transaction it is 
necessary to determine its effect on the assets, liabilities, and proprietorship. 
When this effect has been determined, it is recorded in the appropriate columns. 


At least two columns will be required to record each transaction. 
Two or more lines may be required to record a transaction when special 
columns are not provided for all the accounts affected by the entry. The 
explanation of each transaction, as stated in the explanation column at the 
right on page 421, contains sufficient information to permit an interpreta- 
tion of the transactions. One criticism that has been made of the cash journal 
is that it is difficult to audit the entries recorded therein. When each entry 
is recorded on one or more horizontal lines and the explanation of the entry 


— << 
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Illustration 77, Cash Journal (Right Page) 


written in the explanation column on the line or lines used for the entry, this 
objection may be overcome. 


The cash balance entered on the first horizontal line is not placed in an 
amount column because it is already recorded in the account with the City 
National Bank in the general ledger. The cash balance at the beginning of 
the month is needed when proving cash during the month, hence it should be 
written in the explanation column. 


The first transaction is recorded on the second horizontal line. The 
explanation ‘Sale of 5/22, less 8%” indicates that it is a transaction with a 
customer or creditor. ‘The amounts entered in the Accounts Receivable 
Ledger, Credit column and the Sales Discount column indicate that the trans- 
action is with a customer. The title of the account “Miller & Ladd” states 
the name of the customer. The amount entered in the City National Bank, 


422 BOOKKEEPING AND ACCOUNTING [Ch. 35 


Debit column shows that cash was received from the customer. From the 
information in the three amount columns, the title of the account column, 
the explanation column and the date column, the transaction may be inter- 
preted as “June 1, received check from Miller & Ladd for $408.54 for sale of 
May 22, $421.18, less 83% discount, $12.64.” 


Analyzing each transaction in the manner illustrated will permit an 
audit of each entry in the illustration. Thus, the second entry records pay- 
ment of June rent for the branch store; the third, a return of merchandise to 
a creditor; the fourth, collection of a note; the fifth, a purchase of office supplies 
for cash; the sixth, payment of the weekly pay roll a part of which was recorded 
as an accrued liability at the close of the May fiscal period, etc. 


Cash Proof. All cash received is deposited in the bank and all cash 
payments except small amounts are made by check; small amounts are paid 
from the petty cash fund. The title of the Cash account is the name of the 
bank. Each amount of cash received is recorded in the City National Bank, 
Dr. column and each amount paid, in the City National Bank, Cr. column. 


When it is desired to prove cash, all amount columns are footed. The 
total of the cash receipts as recorded in the Bank, Dr. column plus the balance 
on hand at the beginning of the month less the total payments recorded in the 
Bank, Cr. column should be the cash in the bank or the sum of the cash on 
hand and in the bank. At the time cash is proved, the equality of the debits 
and credits recorded in the various columns should also be proved. The total 
of the debit columns should equal the total of the credit columns. 


The small figures in the illustrations on pages 420 and 421 show that 
cash was proved June 4. The total receipts, $1,555.86+ $8,865.81, balance 
June 1, =$10,421.67; $10,421.67 — $2,840.66, total payments, =$7,581.01, the 
cash on hand. The sum of all columns in which debit amounts are recorded 
is $4,507.04. The sum of all columns in which credit amounts are recorded 
is $4,507.04. The foregoing facts prove cash, assuming that the cash balance 
is the same as the bank balance, and prove the equality of debits and credits 
recorded in the cash journal. 


Daily Posting from the Cash Journal. The amounts to be posted 
daily are those recorded in the General Ledger, Accounts Receivable Ledger, 
and Accounts Payable Ledger columns. The posting is as follows: 


Each amount entered in the General Ledger, Dr. column is posted to the 
debit of an account in the general ledger and each amount entered in the General 
Ledger, Cr. column to the credit of an account in the general ledger. 


Each amount entered in the Accounts Receivable Ledger, Dr. column 
is posted to the debit of an account with the customer in the accounts receivable 
ledger and each amount entered in the Accounts Receivable Ledger, Cr. column 
to the credit of the account with the customer in the accounts receivable ledger. 


— 
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Each Sine entered in the Accounts Payable Ledger, Dr. column is 
posted to the debit of the account with the creditor in the accounts payable 
ledger. Each amount entered in the Accounts Payable Ledger, Cr. column is 
posted to the credit of the account with the creditor in the accounts payable 
ledger. 


Monthly Posting from the Cash Journal. At the end of each month 
or when a Trial Balance is to be taken, cash is proved, the equality of debits 
and credits recorded in the various columns is proved, and the cash journal 
is ruled as in the illustration. The total of each column (except the General 
Ledger columns) is posted to the account in the general ledger written at the 
top of the column. The page of the account in the general ledger is written 
below the total as in the illustration. 


Purchases Journal. The illustration below contains a record of the 
purchases during June; the waved lines indicate an omission of a part of the 
record. Three amount columns are provided because merchandise is pur- 
chased for the main store and the branch store. Each purchase invoice is 
analyzed to determine the amount to be entered in each of the three columns. 
The total of the invoice is entered in the Accounts Payable, Cr. column, the 
branch store purchases in the Branch Store, Dr. column, and the main store 
purchases in the Purchases, Dr. column. 
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Illustration 78, Purchases Journal 


Posting the Purchases Journal. Each amount entered in the Ac- 
counts Payable, Cr. column is posted to the credit of an account in the ac- 
counts payable ledger; this posting is daily. At the end of the month the 
three columns are footed and the addition proved to be correct; the sum of 
the totals of the Branch Store, Dr. and Purchases, Dr. columns should equal 
the total of the Accounts Payable, Cr. column. 
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The three accounts in the illustration below show the June 1 balances 
and posting of the following totals: 


(1) Accounts Payable, Cr., Branch Store, Dr., and Purchases, Dr. from 
the purchases journal (page 428). 


(2) Branch Store, Dr. from the sales journal (page 424). 
(8) Accounts Payable, Dr. from the notes payable journal (page 426). 


(4) Branch Store, Cr., Accounts Payable, Dr., and Accounts Payable, 
Cr. from the cash journal (page 421). 
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Sales anal The illustration below contains a record of the sales 
during June; the waved line indicates an omission of a part of the record. 
Each sales invoice is analyzed to determine the amount to be entered in each 
column. The amount of a sale to a charge customer is entered in the Accounts 
Receivable, Dr. column, a sale to the branch store in the Branch Store, Dr. 
column, and the total of the invoice in the Sales, Cr. column. 
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Illustration 79, Sales | a 


Ch. 35] COLUMNAR RECORDS 425 


Posting the Sales Journal. Each amount entered in the Accounts 
Receivable, Dr. column is posted to the debit of an account in the accounts 
receivable ledger; this posting is daily. At the end of the month the three 
columns are footed and the addition proved to be correct; the sum of the 
totals of the Accounts Receivable, Dr. and Branch Store, Dr. columns should 
equal the total of the Sales, Cr. column. 

The two accounts in the illustration below show the posting of the totals 
of (a) the Accounts Receivable, Dr. and Sales, Cr. columns in the sales jour- 
nal, page 424, (b) the Accounts Receivable, Dr. and Cr. columns in the cash 
journal, page 420, and (c) the Accounts Receivable, Cr. column in the notes 
receivable journal, page 426; the posting of the Branch Store, Dr. column in 
the sales journal is shown in the Branch Store account, page 424. 
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Notes Receivable Journal. If the transactions with notes receivable 
are numerous, the notes receivable register may be used as a book of original 
entry in which case it is known as a notes receivable journal. The use of the 
notes receivable journal avoids the necessity of recording each note receivable 
in the general journal thus providing in one book (a) detailed information 
regarding the note, and (b) means of posting to the ledgers. 

The illustrations on pages 426 and 427 contain a record of the notes and 
acceptances receivable received by the Ault Grocery Company during the 
months of May and June. Three amount columns are provided, (a).face of 
the note, (b) accounts receivable ledger, and (c) general ledger. The face of a 
note receiyed from a charge customer as an extension of time is entered in the 
Notes Receivable, Dr. and Accounts Receivable, Cr. columns. The face of a 
note which is to be credited to an account in the general ledger is entered in 
the Notes Receivable, Dr. and General Ledger, Cr. columns. Thus, note 
No. 101 was received from K. V. Otto to renew a note, hence Notes Receivable 
in the general ledger is credited. Note No. 102 was received from W. H. 
Bowser, a charge customer, in settlement of his account, hence an account 
in the accounts receivable ledger is credited. 


Posting the Notes Receivable Journal. Each amount entered in the 
Accounts Receivable, Cr. column is posted to the credit of the account with 
the charge customer in the accounts receivable ledger; this posting is daily. 
Each amount entered in the General Ledger, Cr. column is posted to the eredit 
of the account in the general ledger written in the Account Credited column; 
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Illustration 80, Notes Receivable Journal (Left Page) 
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this posting is usually daily. At the end of the month each column is footed and 
the addition proved to be correct. 

The account in the illustration below shows the method of posting the total 
of the Notes Receivable, Dr. column of the notes receivable journal; the post- 
ing of the total of the Accounts Receivable, Cr. column is shown in the Ac- 
counts Receivable account page 425. The credit entry is the total of the 
Notes Receivable, Cr. column in the cash journal page 421. 
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Illustration 80, Notes Receivable Journal (Right Page) 
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Illustration 81, Notes Payable Journal (Right Page) 


Notes Payable Journal. When the transactions with notes payable 
are numerous, the notes payable register may be used as a book of original 
entry in which case it is known as a notes payable journal. The use of the 
notes payable journal avoids the necessity of recording each note payable in 
the general journal as explained in connection with the notes receivable journal. 

The notes payable journal, Illustration 81, contains a record of the notes 
and acceptances issued by the Ault Grocery Company during the months of 
April, May, and June. Three amount columns are provided for (a) face of 
the note, (b) accounts payable ledger, and (c) general ledger. When a note 
issued is to be debited to an account in the general ledger, the face is entered 
in the Notes Payable, Cr. and General Ledger, Dr. columns. When the note 
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is issued to a creditor or a draft is accepted, the face is entered in the Notes 
Payable, Cr. and Accounts Payable, Dr. columns. 

Posting the Notes Payable Journal. Each amount entered i in the Ac- 
counts Payable, Dr. column is posted to the debit of the account in the ac- 
counts payable ledger written on the same line with it; this posting is daily. 
Each amount entered in the General Ledger, Dr. column is posted to the debit 
of the account in the general ledger written in the Account Debited column; 
this posting is daily. At the end of the month, the three columns are footed 
and the addition proved to be correct. 


The account in the illustration below shows the method of posting the 
total of the Notes Payable, Cr. column of the notes payable journal; the 
posting of the total of the Accounts Payable, Dr. column is shown in the Ac- 
counts Payable account, page 424. The debit entry is the total of the Notes 
Payable, Dr. column in the cash journal, page 421. 
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Journal Voucher. The written authority for an entry in the general 
journal which may or may not be supported by a business paper received in 
the usual course of business is referred to as a journal voucher. Journal vouchers 
are usually used to support entries of a special nature which.require authority 
for recording. Each journal voucher is numbered riumerically and signed by 
the one authorized to issue it. 

The illustration below shows a journal voucher issued by the Ault Grocery 
Company. The purpose is explained in the voucher. This gives authority to 


Ault Grocery Co. 


Approved for Entry. : a. B 


Entered by. 








Debit: Delivery Equipment 








Credit: Unissued Capital Stock 





Explanation: Five shares of stock (par value $100.00) issued in payment for 
a used Reo truck for use in the delivery department. 





Illustration 82, Journal Voucher 
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the general ledger bookkeeper to record the transaction as directed. The 
vouchers will be filed numerically for reference when auditing. If desired, 
journal vouchers may be used in place of the general journal in which case they 
are filed in a binder and the information is posted from the journal voucher. 


Special Column Petty Cash Book. As explained in Chapter XXX, 
the purpose of the petty cash book is to provide a record of the cash payments 
from the petty cash fund. The petty cash fund provides a means of making 
small payments with currency. 


The petty cash book, as previously illustrated, may contain only two 
columns, one for receipts to replenish the fund and the other for payments 
from the fund, or it may contain special columns. The purpose of special 
columns is to facilitate recording the total payments in the general cash book. 


The illustration below shows a petty cash book with one amount column 
for receipts, three amount columns for three separate expense accounts and 
one amount column for expenditures of a general nature. 
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The method of recording the check issued to replenish the petty cash fund 
is shown in the last entry in the cash journal on pages 420 and 421. The 
information on the check stub should show the accounts to be debited for 
‘ the expenditures recorded in the petty cash book. 


Accounts with Traveling Salesmen. When merchandise is sold 
through traveling salesmen, it is customary for the employer to supply funds 
for traveling expenses. Each salesman reports weekly or monthly the expen- 
ditures from the funds advanced. The salesman is debited in an account 
with him for funds advanced, and credited with the expenditures reported; 
the title of the account to which these expenditures are debited is Traveling 
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Expenses. Salaries paid to traveling salesmen are debited to an account with 
the title Traveling Salesmen’s Salaries or Salaries of Road Men. Traveling 
expense and traveling salesmen’s salaries are a part of the selling expenses 
and shown as such on the Profit and Loss Statement. The accounts which 
contain a record of the expenses are closed into the Profit and Loss Summary 
account. Expense funds in the hands of traveling salesmen at the close of the 
fiscal period are shown as deferred charges on the Balance Sheet. 


Exercise 155, Recording Transactions 
(ORAL OR WRITTEN) 


State the entry, in journal form, for each of the following transactions. 
As explanation of the entry, give the title of the journal illustrated in this 
chapter in which the transaction would be recorded. Indicate in connection 
with the account title the column number from left to right in which the 
amount would be recorded. 


(1) Paid main store rent, $400.00, and branch store rent, $200.00. 

(2) Purchased from Alson & Son, on credit, merchandise $450.00, $150.00 
for the branch store and $300.00 for the main store. 

(3) Paid branch store weekly pay roll $275.00. 

(4) Received from G. L. Bray, $291.00 in full of account, $300.00, less 
3% discount. 

(5) Sold Miller Bros., on credit, merchandise $216.50. 

(6) Paid Duncan Bros. $588.00, invoice $600.00, less 2%. 

(7) Issued check No. 767 in payment for weekly pay roll $662.00; $216.00 
office salaries, $327.00 sales salaries, and $119.00 drivers’ wages. 

(8) Accepted 60-day trade acceptance for $627.50 drawn by the Banks 
Grocery Company for purchase of May 11. 

(9) Credited J. L. Lucas, with $12.65, merchandise returned. 

(10) Paid note due today, face value $1,000.00. 


Exercise 156, Journal Entries from the Cash Journal 


Record in general journal form each transaction recorded in the cash 
journal illustrated on pages 420 and 421. Use the account titles stated in the 
name of the account column or at the top of each amount column. Analyze 
each transaction from the information given in the explanation column at 
the extreme right on page 421 in the manner described at the bottom of this 
page. The explanation of each general journal entry should be a statement 
of the transaction completed. 


PRACTICE SET 5 


A narrative of the transactions is provided in connection with the special 
ruled blanks required for recording the transaction. Full information regard- 
ing the work to be done in this practice set is given in connection with the 
business papers which represent the transactions or in connection with the 
narrative of the transactions if the business papers are not used. 


CHAPTER XXXVI 


BALANCE SHEET AND PROFIT AND LOSS STATEMENT 
FOR A CORPORATION 


The purpose and form of the Balance Sheet and the Profit and Loss State- 
ment are discussed and illustrated in preceding chapters. This chapter pro- 
vides a further discussion of these statements and gives special attention to 
the method of showing on the reports the proprietorship and the net profit 
of a corporation. 


Transactions. In the operation of a corporation, transactions will be 
completed with (a) stockholders, and (b) creditors, customers and others 
with whom the corporation does business. The nature of all transactions 
completed by a corporation,except those with stockholders, is the same as those 
completed in a similar business operated as a sole proprietorship or a partner- 
ship. At the beginning of each fiscal period the account balances in the gen- 
eral ledger stated in equation form usually are: 


ASSETS = LIABILITIES-+ CAPITAL STOCK + SURPLUS 


Each transaction completed during a fiscal period affects either (a) the 
assets, (b) the liabilities, (c) the assets and liabilities, (d) assets and proprie- 
torship, (e) proprietorship, (f) assets and income or expense, or (g) the liabil- 
ities and income or expense. Each transaction is recorded so as to show its 
effect on assets, liabilities and proprietorship as follows: 


DEBITS CREDITS 
(1) Increases in assets. (1) Decreases in assets. 
(2) Decreases in liabilities. (2) Increases in liabilities. 
(3) Decreases in proprietorship. (8) Increases in proprietorship. 
(4) Increases in expense. (4) Decreases in expense. 
(5) Decreases in income. (5) Increases in income. 


Trial Balance. At the close of each month a Trial Balance is prepared 
from the general ledger to prove the equality of debits and credits recorded 
therein, and the subsidiary ledgers are proved in the manner explained in 
previous discussions. 

The Trial Balance in the first two columns of the Working Sheet on page 
433 was prepared from the ledger of the Ault Grocery Co. at the end of the 
monthly fiscal period, June 30; these account balances result from posting 
the books of original entry illustrated in the preceding chapter. This Trial 
Balance includes all open accounts on the ledger and the closed accounts 
which will be required for recording the expenses and income because of sup- 
plies, insurance, depreciation, aceruals and profit on Branch Store. 
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Working Sheet. The purpose of the Working Sheet is to ascertain 
present proprietorship, net profit and proof of their correctness, before re- 
porting these facts to the board of directors and stockholders on the Balance 
Sheet and Profit and Loss Statement. The Working Sheet on page 433 was 
prepared from the account balances on the Trial Balance in the first two col- 
umns and the following data available at the close of the fiscal period, June 30: 


Merchandise inventory, $31,974.09; branch store inventory, $8,458.72; 
office supplies inventory, $198.60; postage inventory, $38.45; warehouse sup- 
plies inventory, $87.19; expired insurance, $52.30 ($11.75 of this amount is 
on delivery equipment); accrued interest on notes receivable, $3.41; prepaid 
interest on notes payable, $45.67; accrued interest on notes payable, $5.94; 
depreciation on warehouse equipment, $1.15; depreciation on office equip- 
ment, $2.75; depreciation on delivery equipment, $100.00; reserve for bad 
debts, $16.79. 


The method of ascertaining present proprietorship, net profit and proof 
of their correctness as set forth in the illustration is the same as explained in 
connection with other Working Sheets illustrated in previous chapters. The 
use of the Trading columns in the illustration and method of adjusting the 
Branch Store and Capital accounts are briefly explained as follows: 

Trading Columns. No adjustment is made for the merchandise inventory 
of June 30 in the Adjustments columns because the Trading columns are 
provided for summarizing the trading account balances. The June 30 inven- 
tory is entered in the Assets column because it is an asset, and in the Trading, 
Cr. column to indicate subtraction from the total purchases. Debit balances 
of trading accounts are entered in the Trading, Dr. column, and credit bal- 
ances, in the Trading, Cr. column. With this information recorded in the 
Trading columns, the difference between the total credits and total debits 
is the gross profit on sales, also known as gross trading profit. 

Branch Store. The Branch Store account has been debited for the assets 
transferred to the branch store which include merchandise and, cash, and for the 
assets given to others for the branch store which include cash for rent, insur- 
ance, etc. The Branch Store account has been credited for assets received from 
it which include cash and returned merchandise. After having been debited 
and credited as described, the debit balance of the Branch Store account 
shows the value of the assets which should be on hand at the branch store if 
there has been no profit. If a physical inventory of these assets is greater than 
the debit balance of the account, the difference is the profit resulting from oper- 
ating the store. 

For the reason stated in the preceding paragraph, the branch store in- 
ventory is recorded in the Assets column on the Working Sheet and the debit 
balance of the account as shown on the Trial Balance subtracted from the 
inventory to ascertain the net profit, which is recorded in the Income column 
on a line with the Profit on Operations of Branch Store account. This new 
account will be opened in the general ledger so that the Branch Store account 

(Continued on page 434) 
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AULT GROCERY COMPANY 
BALANCE SHEET, JUNE 30, 19 . 


"Exhibit a" 





Assets 
Current Assets: 
baat National Bank.... 
Pet 
Certificate of Deposit ... 


Accrued Interest on Notes Receiv 


y/ Cash}. seeks GCE 


Notes Receivable . (Schedule 1), 


Accounts Receivable (Schedule 2) 


Less Reserve for Bad Debts 
Merchandise Inventory (Schedule 3) . 
Branch Store ... .(Schedule 4) . . 


Total Current Assets. . 


Deferred Assets: 


Office Supplies. . .{Schedule 5) . 
Postage. e e e e e ° e e e e e e ° 
Warehouse Supplies .(Schedule 6) . 
Prepaid Insurance. .(Schedule 7) . 
Prepaid Interest on Notes Payable. 
Je Cc e Bell e e e e . e e e e . . ° 
Cc : Ae Norman e ° e ° e ° ° ° e ° e 


Total Deferred Assets . 
Fixed Assets: 


Office Equipment . (Schedule 8). . 

Less Depreciation Reserve... 
Warehouse Equipment.(Schedule 9). . 

Less Depreciation Reserve .. . 13.75 
Delivery Equipment .(Schedule 10). . 

Less Depreciation Reserve ... 


Totalerixed Assetsic. sy isis sf eh ets a. eu le 


Total Assets ... 


Liabilities and Proprietorship 


Liabilities: 


Notes Payable. . . .(Schedule 11). ..... 


abl 


€ e e . . 

- 15370.84 
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Accrued Interest on Notes Payable. ..... 
Accounts Payable . .(Schedule 12), ..... 
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Proprietorship: 
Capital Stock Authorized ,. 
Capital Stock Unissued . . 
Capital Stock Outstanding. 
SUPDLUS. se) ae «te, atet en 6 


ov @ © 


Total Proprietorship. . 
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100,000.00 
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12140.18 
20.00 
5000.00 
1944.30 
3.41 


15241.91 
31974.09 


8458.72 | 


74782.61 


198.60 
38.45 
87.19 

209.50 
45.67 
69.80 
72.35 


721.56 


626.70 
261.25 


4020.00 


. 4907.95 
80412.12 





7110.65 
5.94 


14047.74 
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50600.00 
8647.79 
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will not show both assets and profit. In making the adjustments in the Ad- 
justments columns, the profit on branch store operations is entered as a debit 
to the Branch Store account so that this account will show the asset value, 
and as a credit to an account with Profit on Operations of Branch Store to 
record the profit in a special income account. . 
Proprietorship Accounts. The proprietorship of the Ault Grocery Co. is 
recorded in the Capital Stock, Unissued Capital Stock, and Surplus accounts, 
(Continued on page 436) 
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"Exhibit B" 





AULT GROCERY COMPANY 
PROFIT AND LOSS STATEMENT FOR MONTH ENDING JUNE 30, 19 





Income from Sales: 


Gross scaled, 5. « <0 6 © «6 oes 
Deduct Sales Returns and Allowances. 
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Net Sales Ves. ss 6 6 + +t Fe ee 
Cost of Merchandise Sold: 
Merchandise Inventory, Jume 1. .....2.-. 
PurchasesS.6 els site @ 610 6 es 6 'LIOM2 AT 
Deduct Returns and Allowances . 59.70 
Wet) Purchases...« ss 6 « eis « ees ie 8 oe | 
Mrelente Ini ss. ¢ 908 ise eee eh se) oes ie 
Cost of Mase. Available ‘for Sale. .... || 
Less Inventory, Jume 30. .....2-e+-e- 
Cost of Merchandise Sold. .... «se 
Gross Profit on Sales. . ...-. « 
Operating Expenses: 
Selling Expenses: 
Sales Salaries. . « sss # = * 886.00 
Traveling Expense . .....- 867.35 
Warehouse Expense . . ...e-s 67.90 
Warehouse Supplies Used... . 64.66 
Dep. on Warehouse Equipment. . 1.15 
Miscellaneous Selling Expense . 35.85 
Drivers Wages . . »« « « « « « « 286.00 | 
Dep. on Delivery Equipment. . . 100.00 
Expired Insurance on Del. Equip. 11.75 
Misc. Delivery Expense. . « » » 6.75 
Total Selling Expenses. . .. ++ -+-s-e | 
General Expenses: 
RONG om oils uilet oyral ls Mol su voters ie, tieig-s 450.00 
Office Salaries . « . « « « « « 1460.00 
Office Supplies Used. .... - 126.90 
Postage Used. . « « « e «© « « « 87.15 
Dep. on Office Equipment... . 2.75 
Expired Insurance . . « « « « + 40.55 
Miscellaneous Office Expense. . 86.75 
Loss on Bad Debts . . » » « « « 16.79 


Total General Expenses. . . . 


Total Operating Expenses . . 


Net Profit from Operations 


Other Income: 
Profit on Operation of Branch Store. 
Purchases Discount . 
Interest Income. . 


Ce eee WU gall Jeet 


Total Other Income. .«. « « « « « 


Gross Income. . 


Deductions from Income: 
Sales Discount . 
Interest Expense 
Donations. 


Total Deductions from 


Notcrrofit: <9. > 
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16785.32 


87.63 


| 29416.27 


| 41186,.89 


2327.41 


1132.85 
299.88 


192.86 
29.43 





2270.89 


35.52 


200.00 || 


10952.77 
__-817.85__ 


31974.09 











16697.69 


_9212.80 _ 
7484.89 


4598.30 _ 
2886.59 


1468.25 
4354, 84 





Illustration 86, Profit and Loss ae heme 
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When preparing a Working Sheet, it is customary to enter account balances 
in the Balance Sheet columns so that the total of the Assets column will equal 
the total assets, and the Liabilities and Proprietorship column, the total 
liabilities and proprietorship. For this reason, the credit balance of the Capital 
Stock account and the debit balance of the Unissued Capital Stock account 
are not both extended but the difference between the two is extended into the 
Proprietorship column. Surplus is a part of the proprietorship hence the 
balance of the Surplus account is extended into the Proprietorship column. 

Proof. The adjustments in the Adjustments columns are made in the 
same manner as explained in previous illustrations and each account balance 
is extended into the appropriate column at the right of the Adjustments 
columns. The difference between the totals of the debit and credit Trading 
columns is extended into the Income column because it is the profit resulting 
from the sale of merchandise. Proof is secured in the same manner as in previous 
illustrations. The total of the Assets column minus the total of the Liabilities 
and Proprietorship column equals the net profit, and the total of the Income 
column minus the total of the Expense column equals the net profit. 


Balance Sheet. As explained at the beginning of this chapter, the 
Balance Sheet provides the same information for the board of directors and 
the stockholders in a corporation as it does for the owner of a sole proprietor- 
ship or the partners in a partnership. The Balance Sheet on page 434, which 
was prepared from the Balance Sheet columns of the Working Sheet on page 
433, contains detailed information concerning current, deferred and fixed 
assets, current liabilities and proprietorship of the Ault Grocery Co. on June 
30, the close of the fiscal period. The information in this Balance Sheet will 
provide the individual stockholder with information for ascertaining the book 
value of the stock he owns. 

The various schedules mentioned in connection with the current, fixed and deferred 
assets are not illustrated but will accompany the Balance Sheet for the information of the 
board of directors. 

Profit and Loss Statement. As explained at the -beginning of this 
chapter, the Profit and Loss Statement of a corporation provides the same 
information for the board of directors in a corporation as the same type of state- 
ment prepared for the owner of a sole proprietorship or the partners in a partner- 
ship. The Profit and Loss Statement on page 485, which was prepared from the 
Trading and Profit and Loss Statement columns on the Working Sheet on 
page 433, contains detailed information regarding the income and operating 


expenses for the monthly fiscal period of June. 

The net profit, $3,932.55, is the income earned as a result of the operations of the 
business. It is not, however, the amount that will be reported for income tax purpose 
because the Treasury Department has ruled that donations by a corporation cannot be 
regarded as an operating expense. For this reason, the income reported to the Government 
will be $200.00 more than that reported to the board of directors. 


The Profit and Loss Statement as well as the Balance Sheet will be of 
assistance to the board of directors in controlling future operations of the 
corporation. The individual stockholder will not need the information on 
the Profit and Loss Statement for ascertaining his interest in the corporate 
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proprietorship though he may be provided with a copy so that he may know 
the reason for the increase or decrease in the value of his stock. 


Adjusting Entries. The entries on this and the following page are 
those necessary to record in the general journal the adjustments in the Ad- 
justments columns of the Working Sheet, page 433. When these entries are 
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Illustration 87, Adjusting Entries 
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Illustration 87, Adjusting Entries 


When posting the debits in the entries to record the supplies used, expired insurance 
and depreciation, the amounts may be recorded direct in the Profit and Loss Summary 
account instead of in separate expense accounts; if posted as suggested, the title of each 
account is entered in the explanation column of the summary account. When the plan 
suggested is followed, these account balances will be omitted from the closing entries. 
The final results are the same with either process. 
posted, the account balances in the ledger will be the same as they would 
appear in the Adjusted Trial Balance columns of the Working Sheet had 


they been provided in Illustration 84 as in Illustration 63, page 347. 


Closing Entries. The journal entries on pages 439 and 440 are those 
necessary to close the ledger of the Ault Grocery Co. These entries are made 
in two sections, (a) to close the trading account balances in the Trading col- 
umns, and (b) to close the expense and ihcome account balances in the Profit 
and Loss Statement columns. As explained in Chapter XXII, the trading 
accounts may be closed into a Trading account and the balance of this account 
closed into the Profit and Loss Summary account or all the account balances 
may be summarized in the one Trading, Profit and Loss Summary account. 

The first entry at the top of page 439 is to close the trading accounts with 
a debit balance as recorded in the debit Trading column. The second entry 
on this page is to record the merchandise inventory June 30 and the trading 
accounts with a credit balance. The third entry on this page is to close the 
balance of the Trading account into the Profit and Loss Summary account; 
if the trading accounts had been closed into a division of the Trading, Profit 
and Loss Summary account, this entry would not have been required. 

The fourth entry on page 439 and the entries on page 440, with the ex- 
ception of the last entry, are those necessary to close the accounts in the 
Profit and Loss Statement columns. Five separate entries are made to close 
(a) the selling expense accounts, (b) the general expense accounts, (c) the 
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Profit on Operation of Branch Store account, (d) the non-operating income 
accounts, and (e) the non-operating expense accounts. 
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Illustration 88, Closing Entries 
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Illustration 88, Closing Entries 


Entry to Close the Profit and Loss Summary Account. The con- 
cluding entry above is to close the Profit and Loss Summary account into the 
Surplus account. This is the only entry in closing the ledger of a corporation 
which differs from the closing entries for a sole proprietorship or partnership. 
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Classification of Accounts. 
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The account titles in the list below are 


those contained on the ledger of the Ault Grocery Co. and the accounts dis- 
cussed in preceding chapters. The classification in each group is stated in the 
title of the group. An account title preceded by a minus sign is described as 


a “minus” in the group to which it is applicable. 


Thus, “Reserve for Bad 


Debts” is classified as a minus current asset; ‘‘Purchases Returns and Allow- 
ances’, aS a minus cost of merchandise sold. 


BALANCE SHEET ACCOUNTS 


CURRENT ASSETS: 
Cash (City National Bank) 
Petty Cash 
Securities 
Notes Receivable 
Accrued Interest on Notes Receivable 
Accounts Receivable 
— Reserve for Bad Debts 
Subscriptions Receivable 
Merchandise Inventory (ending) 
Branch Store 


DEFERRED ASSETS 
Office Supplies 
Postage 
Warehouse Supplies 
Prepaid Insurance 
Prepaid Interest on Notes Payable 
Funds in Hands of Salesmen 


FIXED ASSETS 
Office Equipment 


— Depreciation Reserve for Office Equip. 


Warehouse Equipment 

— Dep. Res, for Warehouse Equipment 
Delivery Equipment 

— Dep. Res. for Delivery Equipment 


INTANGIBLE ASSETS 
Goodwill 
Organization Expense 
Patent Rights 


CURRENT LIABILITIES 
Notes Payable 
Accrued Interest on Notes Payable 
Accounts Payable 
Accrued Expenses 


FIXED LIABILITIES 
Bonds Payable 


PRIPRIETORSHIP 
Capital Stock 
Capital Stock Subscribed 
—Unissued Capital Stock 
— Treasury Stock 
Capital Surplus 
Surplus 


Pp. AND L. STATEMENT ACCOUNTS 


OPERATING INCOME 
Sales 
—Sales Returns and Allowances 


Cost OF MERCHANDISE SOLD 
Merchandise Inventory (beginning) 
Purchases 
Freight In 
—Purchases Returns and Allowances 


SELLING EXPENSES 
Sales Salaries 
Salaries of Traveling Men 
Traveling Expense 
Warehouse Expense 
Warehouse Supplies Used 
Depreciation on Warehouse Equipment 
Miscellaneous Selling Expense 


DELIVERY EXPENSE 
Drivers Wages 
Depreciation on Delivery Equipment 
Expired Insurance on Delivery Equip. 
Miscellaneous Delivery Expense 


GENERAL EXPENSES 
Rent 
Office Salaries 
Office Supplies Used 
Postage Used 
Depreciation on Office Equipment 
Expired Insurance : 
Miscellaneous Office Expense 
Loss on Bad Debts 


NON-OPERATING INCOME 
*Profit on Operations of Branch Store 
Purchases Discount 
Interest Income 


NON-OPERATING EXPENSE 
Sales Discount 
Interest Expense 
{Donations 


*This may be classified as an operating income if desired. 


+Donations refer to amounts donated b 


y the corporation for charitable purposes. For 


income tax purpose donations by a corporation can not be deducted as an expense. If 


desired, the balance of the Donations account may be closed direct into the Sur 


plus account. 
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Eee . Exercise 157, Working Sheet and Reports 
(ORAL OR WRITTEN) 


1. If it is desired to provide columns on the Working Sheet for the (a) 
Trial Balance, (b) Adjustments, (c) Adjusted Trial Balance, (d) Trading, 
(e) Balance Sheet, (f) Profit and Loss Statement, (g) Closing Entries, and 
(h) Post-closing Trial Balance, how many columns will be required? 

2. In the Working Sheet referred to in the previous question what infor- 
mation will be recorded in the (a) Adjustments columns? (b) Adjusted Trial - 
Balance columns? (c) Trading columns? 

3. The sales recorded in the Trading Cr. column are $44, 500.00. How 
will this appear in the columns which contain the closing entries? 

4, When the branch store is debited for assets transferred to it and credited 
for assets received from it, what will the balance show? 

5. The debit balance of the Branch Store account is $20,000.00; inven- 
tory of assets on hand at the branch, $30,000.00. What is the profit or loss? 

6. The debit balance of the Branch Store account is $6,000.00; inven- 
tory of assets on hand at the branch, $4,000.00. What is the profit or loss? 

7. The balance of the Capital Stock account is $50,000.00; Unissued 
Capital Stock account, $5,000.00; and Treasury Stock account, $1,000.00. 
What is the par value of the capital stock outstanding? 

8. J. L. Brown is a traveling salesman for the Rex Shoe Co. His com- 
pensation is a salary of $500.00 per month; the company pays his traveling 
expenses. State the journal entries to record on the books of the Rex Shoe 
Co. each of the following transactions with J. L. Brown during the month of 
January. 

(a) 2. Gave J. L. Brown check for $300.00, traveling expenses. 

(b) 31. Received from J. L. Brown report of expenses for the month, 
$265.50. 

(c) 81. Gave J. L. Brown check for $500.00, monthly salary. 

(d) What is the amount of the unexpended expense fund January 31? 

(e) With what class of assets will the balance of the unexpended expense 
fund be shown on the Balance Sheet prepared, January 31? 


Exercise 158, Closing Entries 


Restate on a sheet of journal paper the closing entries on pages 439 and 
440 so that when posted the account balances will all be summarized in a 
Trading, Profit and Loss Summary account and post these entries to the 
Trading, Profit and Loss Summary account similar in form to the account 
at the bottom of the next page. 


Exercise 159, Balance Sheet 


The account balances stated at the top of page 443 appear on the Post- 
closing Trial Balance of the Brand Mercantile Co. at the close of the fiscal 
period, June 30. 
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City National Bank, $17,995.58; Petty Cash, $20.00; Securities, $5,000.00; Notes 
Receivable, $1,425.70; Accrued Interest on Notes Receivable, $4.76; Accounts Receiv- 
able, $12,976.50; Reserve for Bad Debts, $120.76; Merchandise Inventory, $25,324.72; 
Branch Store, $8,325.40; Office Supplies, $142.75; Postage, $45.50; Warehouse Supplies, 
$98.45; Prepaid Insurance, $220.50; Prepaid Interest on Notes Payable, $35.20; Funds 
in Hands of Salesmen, $137.75; Office Equipment, $625.00; Depreciation Reserve for 
Office Equipment, $31.25; Warehouse Equipment, $325.75; Depreciation Reserve for 
Warehouse Equipment, $16.29; Delivery Equipment, $5,200.00; Depreciation Reserve 
for Delivery Equipment, $780.00; Goodwill, $3,785.00; Notes Payable, $5,420.75; Ac- 
crued Interest on Notes Payable, $5.24; Accounts Payable, $1,989.67; Mortgage Payable, 
eres cee Capital Stock, $100,000.00; Unissued Capital Stock, $45,000.00; Surplus, 


Instructions. From the account balances stated above prepare a Balance 


Sheet showing the same information as the illustration on page 484. 


Securities refer to temporary investments such as bonds and certificates of deposit. 
The purpose of these investments is to secure a better rate of interest than would be allowed 
on the daily bank balance. 


Exercise 160, Profit and Loss Statement 


The Profit and Loss Summary account in the illustration below appears 
on the ledger of the Brand Mercantile Company after the temporary pro- 
prietorship accounts have been summarized at the close of the fiscal period. 

TRADING, PROFIT AND LOSS SUMMARY 









































19 
June |30} Mdse. Inv. (6/1) J5}/25324/72)||June |30|} Mdse. Inv. (6/80) J5)/27185)79 
30) Purchases J5}/10218/382 30) Sales J5||16145/30 
30| Freight In . J5|| 620/75 30} Pur. R. and Allow. J5) 62/75 
30| Sales Ret. and Allow. |J5 79/30 
.\80| Profit on Sales Vi\| 7150\75 
43393184 43393) 84 
19 119 
June /30} Sales Salaries J5| 875)50)|June |30) Profit on Sales v {| 7150/75 
30) Traveling Exp. J5}} =750)25)| 30) Profit on Opera. of 
30) Warehouse Exp. 16 65/40 Branch Store Ee gall eee 
30} Ware. Sup. Used J5 59/70 30} Pur. Discount J5!) 170/55 
30} Dep. on Ware. E. J5 3/26 30} Int. Income J5 40/57 
30} Mise. Sell. Ex. J5)| 32/78]| 
30| Drivers Wages J5|| 276/50 
30| Dep. on Del. E. J5|| 130\—}) 
30] Exp. Ins. on Del. E. |J5 10)50)) 
30) Mise. Del. Exp. J5 8/75 
30] Rent J5|| 400/— 
30] Office Salaries J5|| 1875|— | 
30| Office Sup. Used J5)| 116/75) | 
30] Postage Used J5 86/40 
30) Dep. on Office E. J5 2/60), 
30| Exp. Insurance J5 41/\80 
30] Mise. Office Exp. J5 84/80 
30} Loss on Bad Debts J5 32/29 
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30] Interest Expense J5|| 32/40) 
30) Surplus J5)| 3501/80) 
| 8073/59 ; 8073/59 
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Instructions. (1) Prepare a Profit and Loss Statement. 
(2) From the Profit and Loss Statement prepare the journal entries 
necessary to close the temporary proprietorship, accounts. 


CHAPTER XXXVII 


LAND AND BUILDINGS 


The method of recording rent expense when cash is paid for the use of 
a building has been explained in previous chapters. Frequently businesses own 
the building which they occupy and, therefore, do not pay rent, but they do 
have various expenses in connection with the ownership and maintenance of 
the property. The method of recording these expenses and of ascertaining 
the total rent expense is discussed in this chapter. 


Real Estate. Land and the permanent improvements located thereon 
are known as real property or real estate. The asset real estate is referred to 
as one unit but for accounting purposes and usually for taxation purposes 
it consists of two units, (a) the land, and (b) the buildings and other perma- 
nent improvements located on the land. This division is necessary because 
the land will not have to be replaced because of depreciation but the building 
will eventually deteriorate to a point where it will be necessary to replace it 
with a new one. 


Purchase of Real Estate. The merchant does not usually buy real 
estate for resale as he does merchandise but rather to provide a home for 
the business. Real estate purchased as a home for the business is one of the 
fixed assets of the business. When cash is paid for real estate, the transac- 
tion results in an increase in the asset land for the value of the land, an in- 
crease in the asset buildings, for the value of the buildings, and a decrease in 
the asset cash for the amount of cash paid. When a part of the purchase price 
is to be paid at a subsequent time, the amount of the deferred payment generally 
results in an increase in the liability mortgage payable, the indebtedness for 
real estate usually being secured by a mortgage on the property. 


Maintenance of Real Estate. The usual expenses in connection with 
the ownership of real estate as a home for the business are (a) repairs, (b) real 
estate taxes, (c) expired insurance on buildings, (d) depreciation on the build- 
ings, and (e) interest on deferred payments. The cost of repairs is usually 
debited to an account with Building Expense. The amount of taxes on the 
real estate is debited to the Real Estate Taxes account when paid or accrued 
at the close of the fiscal period. All expenditures for insurance are debited 
to an account with Prepaid Insurance; at the close of the fiscal period that 
part of the expired insurance applicable to the buildings is debited to an ex- 
pense account with the title Expired Insurance on Buildings. The estimated 
depreciation on buildings is recorded at the close of each fiscal period in an 
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- expense account with the title Depreciation on Buildings. The interest on 
deferred payments when paid, or accrued at the close of the fiscal period, is 
recorded as a debit to an account with Interest on Mortgage Payable. 

A distinction must be made between expenditures which increase the value 
of the property and those which are necessary to maintain the usefulness of 
the property. Expenditures which increase the asset value of the property are 
known as capital expenditures. Expenditures which are necessary to maintain 
the usefulness of the property are known as revenue expenditures, and are 
considered expenses for the period in which they occur. All small items, even 
though they increase the value of the property are ordinarily considered to be 
revenue expenditures. 


May 1. The Dix Laundry, a corporation, purchased for 
$20,000.00 (land $8,500.00, building $11,500.00) the real 
estate at 517 Third Street, as a home for the business. 
Paid $5,000.00 in cash and executed a mortgage due in 
three years with interest at 6% for the balance. 


This transaction results in an increase in the asset land and the asset 
building, a decrease in the asset cash and an increase in the liability mort- 
gage payable. The journal entry at the right and the cash book entry below 




















show the method of re- ' May 1, 19 

cording this capital expen- - wos aman brant a — 

diture and the liability in- soe EL hme: | 8800|— | 

cident to the purchase of ear Gaan, Oe a | 3000, 

real estate. The Land ac- Mortgage Payable. ..... Ps = 
° : | Purchased real estate 

count is debited to record at 517 Third St. 

the increase in the asset | | | 





land, the Building account debited to record the increase in the asset building, 
_ the Cash account credited to record the decrease in the asset cash and the Mort- 
gage Payable account credited to record the increase in liabilities. 


CASH Payments 
-| | 
! 


The title “Land and Building” is used because the part payment is ap- 
plicable to both. Check marks are used in the general journal age cash book 
entries to avoid double posting. 


May 2. Paid $96.00 for insurance on the building. 
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May |11/ v Land and Building See journal, page 445 | 5000 




















This transaction results in an increase in the asset prepaid insurance, 
$96.00, and a decrease in the asset cash for the same amount. The entry to 
record this transaction is: 
pelos! ____ Payments 
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Reference is made to the insurance policy register page in the entry at 
the bottom of page 445 because the record in this register contains full infor- 
mation regarding the insurance policy. 

May 5. Gave the Levine Construction Company check 
for $2,250.00 in payment for constructing a new front and 
placing the building in condition for occupancy, as per 
terms of the contract. 

This is a capital expenditure since it increases the asset value of the prop- 
erty. The entry in the cash book to record this transaction is: 


CaSH Payments 





ay 
As a copy of this contract is on file for reference, it is not necessary to 
describe the nature of the expenditure in the cash book entry. 
July 15. Paid James Olson, carpenter, $22.50 for repairing 
floors in the building. 
This is a revenue expenditure. Expenses of this kind are necessary to 


- maintain the usefulness of the building. The entry in the cash book to record 
this transaction is: 


19 
July 15 


At the close of the quarterly fiscal period July 31, the esti- 
mated accrued taxes on real estate was $126.25; the ac- 
crued interest on mortgage payable, $225.00; the expired 
insurance on the building, $24.00; and the estimated 
depreciation (rate 2% a year), $68.75. 
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May | 5 Building ‘Levine contract 2250 























CasH Payments 
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Building Expense Repairing floors | 


The entry to record these accruals, the expired insurance and the deprecia- 


tion is in the illustration July 31,19 _ 











seriptive titles. The de- | | 
crease in the asset pre- } ou 
paid insurance is recorded as a credit to the Prepaid Insurance account and 
the decrease in the value of the building because of depreciation as a credit to 
the Depreciation Reserve for Buildings account, 
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Pa ep. Reserve for Building. 68 75 
terest are recorded in lia- 1G geeandieehtaed tes, 
bility accounts with de- and interest on real estate, 
expired insuranee and depre- | 
| 





ciation on building. . 
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The method of showing the details of rent expense on the Profit and Loss 
Statement for the Dix 








Laundry Co., July 31,isin Rent Expense: | | 
the illustration at the right. Real Estate Taxes. ..... eee || 126125 
Whe lint : : : Expired Insurance on Building... 24 
e information in this Interest on Mortgage Payable... 225 | 
illustration will epreciation on Building........ 68\75 
Be Oe Building Expense...) 22,50 
the Profit and Loss State- | 


1 466 50 











ment in the same position Total Rent Expense........... 
as the Rent Expense ac- 
count. This provides detailed information about the rent expense and the total. 


Sale of Real Estate. A sale of real estate is a transaction in which the 
asset land decreases (cost price), the asset buildings decreases (book value), 
the asset cash or some other asset increases (sale price), and the proprietorship 
increases (amount of the profit); if a loss is incurred through the sale, the 
final effect of the transaction is a decrease in assets and proprietorship. The 
profit realized from a sale of real estate is credited to an account with Profit 
on Sale of Real Estate; a loss is debited to an account with Loss on Sale of 
Real Estate. 


January 2. The Day Co. received $10,000.00 in cash and 
a mortgage for $14,000.00 due in three years for the real 
property at 411 Wall Street used as a home for the busi- 
ness. The cost price of the land was $12,000.00, the 
buildings $10,000.00 and the recorded depreciation ap- 
plicable to the buildings $1,500.00. 


This transaction results in an increase in the asset cash $10,000.00, an 
increase in the asset mortgage receivable $14,000.00, a decrease in the asset 














land $12,000.00, a de- Santary 2 8t6 
crease in the asset build- — oad a 
ings $8,500.00 (book value) ah CAS), nek ce amet hie eae 10000|— 
: as was Mortgage Receivable....... 14000|— 
and an Increase In e Dep. Res. for Buildings... . |} 1500/— Ras 
j i 3,500.00. Tard tee Fae see 2000|— 
HP re : sy . Buildings NG asc el 10000|— 
The general journa ade Profit on Sale of R. E.. 3500 — 
he right and the cas Sold real property at 
auik S i ih 411 Wall St., cash, $10- 
book entry below show the 000.00 and mortgage re- | 
method of recording this ceivable, $14,000.00. . 
| oi 

















transaction. The first two 
debits record the increase in the assets and the third debit, subtraction from 
the recorded depreciation. The first two credits record the subtraction from 
the asset accounts in which the real estate is recorded and the third credit 
records the profit made by the sale. 


CASH _ Receipts _ 
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Lease. The written contract between a business and the owner of real 
property for possession of the property rented for a specified time is known 
as a lease. A lease may be executed for any desired length of time and should 
be in writing; when executed for more than a year, a lease must be in writing. 
The owner of the real estate is known as the lessor, and the one to whom the 
property is leased as the lessee. 

The amount of rent that the lessee is to pay the lessor as stated in the 
lease constitutes the rent expense of the lessee. If the terms of the lease re- 
quire that the lessee pay for any improvements which are necessary in order 
to adapt the property to his needs or that he pay for repairs to maintain the 
usefulness, the actual rent cost of the lessee will be more than that stated in 
the lease. 

Improvements are usually considered capital expenditures and these costs 
are distributed over the life of- the lease. The ordinary current repairs are 
treated as revenue expenditures and are, therefore, shown in an expense account 
which is closed into the current Profit and Loss Summary account. 


Illustrations. June 1. The Starr Drug Co. leased the building at the 
corner of 5th and Main Streets from B. A. Joyce for a period of 10 years begin- 
ning July 1 next, at a rental of $400.00 per month. June 2. Contracted with 
the Rex Construction Co. to make the needed changes in the building and 
have it ready for occupancy July 1, contract price, $2,400.00. 

July 1. Gave B. A. Joyce check for $400.00, July rent. 


This transaction results in an increase in the rent expense and a decrease 
in the asset cash. The entry to record this transaction is: 


CASH Payments 
19 


it OE ed Gh Oa 1 ad BD a ed pe ee 
Rent Expense July rent | 400|— | 


July | 1 
July 1. Gave the Rex Construction Co. check for 82, 400.00 
as per contract. 


It is quite evident that the full amount of this $2,400.00 will not be charged 
as rent expense for the month of July since the expense is necessary in order to, 
occupy the building for ten years. For the reason stated, this transaction 
results in an increase in the asset building improvements for $2,400.00 and a 
decrease in the asset cash for the same amount. The entry to record the check 
iss 
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Lt a 


Payments 
July j1 2400 


Jao | 
July 31. Recorded the building improvements cost appli- 


cable to the monthly fiscal period of July as rent expense. 


The lease is for 10 years or 120 months, hence the monthly distribution 
of the $2,400.00 expenditure is $20.00. The entry in the illustration at the 





Building Improvements | Reconditioning building 
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left shows the general journal entry to record the increase in rent cost be- 


July 31, 19 cause 1/120 of the recon- 

a3} earl =, ditioning cost is now an 
Rent Expense............... 20\— expense. The debit to the 
tt, ae rants ae 20/— Rent Expense account re- 
provements expense appli- cords the increase in the 
cable to July. rent expense and the credit 


to the Building Improvements account records the decrease in the asset. 


_ Capital expenditures made at any time during a lease must be recorded as assets and 
distributed as expense over the remaining fiscal periods in the same manner as when made 
at the time the lease is executed. 


Building Revenue. When the business does not need all the space in 
the building owned or leased and a part of this space is rented to others, the 
assets received for the use of this space constitute an income known as building 
revenue. ‘This revenue is recorded in an account with Building Revenue. 


SUMMARY 


The Land Account is a record of the increases and decreases in the 
asset land because of transactions completed. This account is debited with the 
increases which include purchase price and other capital expenditures appli- 
cable to the land and credited with decreases which is the cost price of land 
when sold. The debit balance of the Land account is a fixed asset. 


The Building Account is a record of the increases and decreases in 
the asset building because of transactions completed. This account is debited 
for the increases which include cost price and capital expenditures applicable 
to the buildings and credited at cost price when the building is sold. The debit 
balance of the Building account is a fixed asset. 


The Depreciation Reserve for Building Account is a record of the 
estimated decrease in the value of the building because of depreciation. This 
account is credited at the close of each fiscal period for the estimated depre- 
ciation applicable to the building for that period; it is debzted for the recorded 
depreciation when the building is sold. The credit balance of the Depreciation 
Reserve for Building account shows the amount to be deducted from the debit 
balance of the Building account to show the book value of the building. 


The debit balance of the Land account, the debit balance of the Building account, 
and the Depreciation Reserve for Building account are shown on the Balance Sheet. 


The Building Improvements Account is a record of the increases in 
capital expenditures to be distributed at the close of each fiscal period during 
the terms of a lease. This account is debited for improvement costs necessary 
to make the building more serviceable for the term of the lease; it is credited 
at the close of each fiscal period with that proportion of the capital expenditure 
which is to be charged as an expense. The debit balance of this account is a 


_ deferred charge. 
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' The Depreciation on Building Account is a record of the expense 
because of the estimated decrease in the value of the building due to deprecia- 
tion. This account is debited at the close of each fiscal period for the increase 
in expense because of depreciation for that period. The debit balance is shown 
on the Profit and Loss Statement as a part of the rent expense and closed into 
the Profit and Loss Summary account. 


The Building Expense Account is a record of the cost for repairs of 
‘a minor nature which are regarded as expenses at the time the expenditure is 
made. This account is debited for increases in current expenses because of re- 
pairs. The debit balance is shown on the Profit and Loss Statement as a part 
of the rent expense and closed into the Profit and Loss Summary account. 


The Real Estate Taxes Account is a record of the increase in tax ex- 
pense because of taxes paid or accrued on real estate. This account is debited 
for taxes paid when the transaction is completed, or for taxes accrued at the 
close of the fiscal period. The debit balance is shown on the Profit and Loss 
Statement as a part of the rent expense and closed into the Profit and Loss 
Summary account. 


The Interest on Mortgage Payable Account is a record of the interest 
paid on deferred payments applicable to the purchase of real estate. This 
account is debited with the increase in interest cost at the time the interest 
is paid, or at the close of the fiscal period with the accrued interest. The debit 
balance is shown on the Profit and Loss Statement as a part of the rent expense 
and closed into the Profit and Loss Summary account. 


The Mortgage Payable account is of the same nature as Notes Payable in that it is 
credited with the face value of the mortgage when it is issued and debited with the face 
value of the mortgage when it is paid unless the mortgage is paid in installments in which 
case the Mortgage Payable account is debited with the amount of each installment. 


The Building Revenue Account is a record of the income because of 
rent received for the use of the building. This account is credzted for the rent 
collected. The credit balance is an income and is shown on the Profit and 
Loss Statement either as a deduction from the total expenses incident to the 
ownership of the building or as “‘other income.”’ The balance of this account 
is closed into the Profit and Loss Summary account. 


Exercise 161, Capital and Revenue Expenditures 
’ (ORAL OR WRITTEN) 


Designate the kind of expenditure (capital or revenue) in each transac- 
tion and state the reason for your classification. 


. Paid $12.50 for repairing a floor. 

. Paid $1,250.00 for an automobile to be used by a salesman. 

. Paid $2,000.00 for repairing a building rented on a ten year lease. 
. Paid $250.00 for painting a building leased for five years. 

. Paid $8.50 for revarnishing a desk. 

. Paid 75c for repairing a typewriter. 

. Paid $15,000.00 for real estate as a home for the business. 


ARTE WNEH 
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8. Paid $250.00 for attorney fees for purchase in No. 7. 
9. Paid $875.50 for an addition to the building. 

10. Paid $5.00 for replacing a broken lock. 

11. Paid $2.50 repairs on a delivery truck. 

12. Paid $2.50 for replacing broken window panes. 


Exercise 162, Land and Buildings 


Oct. 1. The Lee Bros. Co., a corporation, paid $12,500.00 for real estate 
(land $4,500.00, buildings $8,000.00) to be used as a home for the business. 

During the remainder of the annual fiscal period, the following cash 
transactions because of the ownership of this real estate were completed: 

Oct. 15. Paid $125.50 for painting and repairing the building. 

Oct. 16. Paid $16.75 for repairing broken windows. 

Nov. 1. Paid $126.00 insurance premium on building for three years. 

Nov. 3. Paid $1,000.00 for erecting a new garage on the land. 

Dec. 12. Paid $12.50 for repairing doors and windows. 

Dec. 31. At the close of the fiscal period, recorded the accrued taxes 
on real estate $41.75, expired insurance on the building $7.00, and deprecia- 
tion on the building, annual rate 4%. (Include depreciation on the garage 
for two months.) 


Instructions. Record these transactions in the appropriate journals. 
Post the rent expenses and show the total rent expense as it will be shown 
on the Profit and Loss Statement. 


Exercise 163, Leased Building 


March 10. The May Co. leased the building at the corner of Main and 
Sixth Streets for 10 years beginning with July 1 next, annual rental $10,000.00, 
payable quarterly. During the first year the following transactions were 
completed: 

July 1. Paid first quarter rent by check, $2,500.00. 

July 5. Gave M. A. Rule check for $5,250.00 for reconditioning the 
building. 

October 1. Paid second quarter rent by check, $2,500.00. 

November 10. Paid $36.50 in cash for painting office floors. 

January 2. Paid third quarter rent by check, $2,500.00. 

February 1. Gave R. O. Adams check for $1,800.00 for constructing a 
garage at the rear of the building. 

April 1. Paid fourth quarter rent by check, $2,500.00. 

May 16. Paid $26.50 in cash for rearranging shelving. 

June 30. Recorded as expenses the capital expenditures applicable to 
the fiscal period of twelve months ending June 30. 


Instructions. Record these transactions in the appropriate journals. 


CHAPTER XXXVIII 


ACCOUNTS FOR MANUFACTURING 


The merchant buys merchandise and sells it in the same form in which 
it is purchased. The manufacturer buys raw material and through the opera- 
tions of the factory, changes its form to meet the needs of his customers. The 
method of recording transactions to provide the merchant with the cost of mer- 
chandise purchased has been explained in preceding chapters. The discussion 
in this chapter relates to the method of recording transactions to provide the 
manufacturer with the cost of the merchandise manufactured. 


Manufacturing. The manufacturer makes such things as clothing, food 
products, furniture, kitchen utensils and automobiles. In producing these 
articles, he must have a factory equipped with machinery, employees to 
operate the machinery, and the required raw materials. In other words manu- 
facturing involves three cost elements: the general expense of operating the 
factory and cost of machinery, known as burden or manufacturing expense; labor 
cost; and raw materials or materials. 


Materials. The manufacturer of clothing must have cloth, thread, 
buttons, and various other articles needed in the completed garment. The 
manufacturer of automobiles requires steel, castings, wood, glass, leather, paint, 
and various other articles. The various types of commodities needed in the 
manufacture of a finished article are referred to as materials or raw materials. 


Labor. No matter how well a factory may be equipped with automatic 
machinery, the human element is essential to the successful, operation of the 
machinery. The amount paid employees to operate the machinery, do hand 
work or supervise machine operators or hand workers, is known as labor. 
The work of operators engaged in making the things manufactured is known 
as direct labor to distinguish it from the labor of those who supervise or do work 
not directly applicable to any one job, which is designated as indirect labor. 


Prime Cost. The materials and direct labor costs in the finished article, 
taken together, are referred to as the prime cost of the article. If the leather 
and other material used in the manufacture of a pair of shoes cost $3.25 and the 
labor cost. is $2.25, the prime cost is $5.50. 


Burden. The expenses incident to the operations of a factory and the 
manufacture of the products is referred to as either overhead expense, manu- 
facturing expense, or burden. The principal items of burden are rent, repairs 
to machinery, depreciation on machinery, property taxes, insurance, heat, 
light, power and indirect labor. 
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Factory Cost. The factory cost of a finished article is the sum of the 
prime cost and the burden applicable to the article. Thus, materials cost + 
labor cost+-burden =factory cost. If the burden applicable to the shoes men- 
tioned in the preceding illustration is $1.05, the factory cost is $6.55; prime 
cost, $5.50+burden, $1.05 =factory cost, $6.55. 


Manufacturing Process. A factory equipped with the required ma- 
chinery and the needed employees to operate this machinery are essential to 
the manufacturing process. Since the manufacturer must know the factory 
cost before fixing the selling price if he is to make a profit, the manufacturing 
process is divided into cost periods usually one month in length. The materials, 
labor and burden cost during each cost period are recorded so that the cost of 
the goods manufactured during that period may be ascertained at its close. 


The required materials are purchased and debited to an account with 
the title Materials. The materials are usually kept in the storeroom and re- 
quisitioned for factory use as needed in the manufacturing process. When 
materials are requisitioned, an account with the title Material in Process is 
debited and the Materials account credited for the cost of the material. 


Wages due employees on payday are paid with cash or by check and debited 
to an account with the title Labor, or Pay Roll. Salaries of the superintendent 
and foreman and wages of those employees who do work of a general nature may 
be debited to an account with Indirect Labor at the time the pay roll is paid. 
When all labor cost is debited to the account with Labor, the amount of the 
indirect labor as shown by the payroll is transferred from the Labor account 
to the Indirect Labor account at the close of the cost period. 


When cash is paid for rent, power, heat, light or other expenses of a like 
character, the amount is debited to an account with an appropriate title or all 
these items may be debited to one account with the title Burden. If these 
various expenditures are recorded in separate accounts, the balance of these 
accounts are summarized at the close of the cost period into the Burden account. 


Depreciation, insurance and taxes on factory equipment are usually re- 
corded at the close of the cost period in accounts with the titles Depreciation 
on Factory Equipment, Expired Insurance on Factory Equipment, and Property 
Taxes on Factory Equipment. The balance of each of these accounts is sum- 
marized into the one Burden account at the close of the cost period. 


At the close of each cost period, the balance of the Materials in Process 
account shows the cost of the materials placed in process during the period. 
After any necessary adjustment has been made for wages accrued and unpaid, 
the balance of the Labor or Pay Roll account shows the total cost of labor 
during the period. The sum of the balances of the burden accounts or the 
balance of the one Burden account shows the total burden cost for the period. 
The sum of all these costs is the total cost of goods manufactured during the 
period provided all goods placed in process have been manufactured and 
assuming that no goods were in process at the beginning of the period. If all 
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the goods placed in process have not been manufactured, it will be necessary 
to take an inventory cf the incompleted goods and deduct it from the total 
cost of goods placed in process in order to ascertain the cost of those completed. 


At the close of each cost period a Manufacturing Statement is prepared 
from the account balances which show the material, labor, and burden cost, 
and the inventory of incompleted jobs in process of manufacture. The facts 
shown on this statement include (a) the value of the work in process at the be- 
ginning of the cost period, (b) the materials, labor, and burden cost during 
the period, (c) the value of the work in process at the close of the cost period, 
and (d) the cost of the finished goods completed during the cost period. 


When the Manufacturing Statement is completed, the materials, labor 
and burden costs are summarized in an account with the title Work in Process, 
through entries in the general journal. The Work in Process account is debited 
for the balances of the Materials in Process, Labor and Burden accounts and 
credited with the cost of the finished goods as shown by the Manufacturing 
Statement. The Finished Goods account is debited for the cost of the goods 
completed during the period. __ 


When the journal entries to summarize the costs have been posted, the 
Finished Goods account will show the cost of the goods manufactured dur- 
ing the period and the balance of the Work in Process account, the cost of 
incompleted work. This should be the same as a physical inventory of incom- 
pleted goods. As all the factory costs have been transferred to the Work in 
Process account, the accounts showing these costs will be in balance. 


Illustrations of the Manufacturing Process. The accounts in the 
illustration at the right appear on the ledger of the Candy Kitchen, a corpora- 
tion engaged in manufacturing candy, at the beginning of the monthly fiscal 
period, December 1. The balance of the Materials account shows the ma- 
terials in the storeroom, 








December 1, to be requisi- a mw ee © : bt 
tioned when needed. The Dec. fines! J | 3560/42 | | 1 | 
balance of the Work ‘in | | | i 




















Process account shows the _ WoRK IN PROCESS 
material, labor and bur- 19 lil 
den costs applicable to the yes: v uit he, 
candy in the course of FINISHED GOODS 
manufacture, December1. 9 ae 
The balance of the Fin- Dec. | 
ished Goods account 

shows the inventory of candy ready for sale December 1. Each of these ac- 
count balances appeared as assets on the Balance Sheet, November 30. The 
first represents the cost value of material in stock; the second, the cost value 
of material, labor and burden in process of manufacture; and the third, the cost 
of the finished goods in stock. 
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The transactions outlined below were completed during the December 
. cost period; each of these transactions affect factory cost. 


1. Paid December rent of the factory, $350.00. 


5. Paid premium on insurance for factory equipment for one year begin- 
ning December 1, $240.00. 


31. Paid monthly pay roll, $5,261.40: indirect labor, $600.00; direct 
labor, $4,661.40. 


31. Paid December electric power bill, $525.80. 


31. Total purchases of material during the December cost period as 
shown by the purchases journal, $11,642.87. 


31. Total value of material requisitioned for factory use as recorded 
in the requisition journal, $10,343.52. 


31. Accrued property taxes on factory equipment, $32.50, expired in- 
surance on factory equipment, $20.00 and depreciation on factory equip- 
ment, $65.20. 


31. Inventory value of work in process which includes material, labor 
and burden, $1,542.91. 


The entries to record the cash payments are: 


























December, 19 CASH . Payments 
Tate ibe die Name of Account Explanation Amount 
1 456 | Rent ~ December rent 350 — 5 
5 450 | Prepaid Insurance On factory equipment 240 — 
Sil 456 | Indirect Labor Salaries of supt. and foremen 600 — 
ul 456 | Labor December direct labor cost 4661) 40 
3l | 456 | Power December bill 52580 


The entries in the general journal to record (a) total materials purchased, 
(b) total materials requi- 

11642 sf sitioned and (c) expired in- 
1164287 surance, taxes and depre- 

ciation are shown in the 

10343) 5 illustration at the left. 
Pol The total materials pur- 
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Total materials purchased. 
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To record material requisi 





















tioned. oe chased and the total cost 
456|Expired Ins. on Fact. Equip..... 20 of material requisitioned 
A56|Property Taxes................ 32)5 may be posted from the 
456|Depreciation on Fact. Equip.... 65)20 ga 
286 Prepaid Insurance........... 20\— purchases and requisition 
21 macstes P eae oe fe 2 journals, but for the sake 
Ee en of brevity, the entries are 


To record the accruals, de- 


ferred items and depreciation. shown in journal form. 
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The accounts at the right show the results of posting the transactions 


affecting materials, mate- 
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Purchases during December. . . . . « se « « 
Less Inventory December 31... 

Cost of Materials Placed in Process. .... 
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Total Cost of Work Placed in Process . . 
Add Work in Process December l1..... 


Cost of Work to be Accounted for .... 
Less Work in Process December 31... . 


Cost of Finished Goods. . ...-.. 
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Illustration 89, Manufacturing Statement 
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The entries in the illustration at the right are those required to summar- 
ize the balances of the 





31 

Materialsin Process, Labor 457| Work in Process. . A 49) 
and Burden aocounts in| | gutein Beets UT" ste 
the Work In Process ac- pare abOR wei chs che | 600) — 
CMe eae tage | 850.— 
count, and to record the Foner ken ae aa) | 526.80 
cost of the candy manu- Hepes poeste noe ra tras | 33 50 
. roperty Taxes i 32) 50 
factured during Decem- Dep, on'Fact, Bauip:, } 65/20 

ber. The cost of the candy 

manufactured during the Br Mur neN Genus) la 18693/03, 
December cost period is 57| Work in Process.......... i 8693/03 


debited to an account with | 
the title Finished Goods; this account has the same meaning to the manufac- 
turer as the sum of the balances of the Merchandise Inventory and Purchases 
accounts has to the merchant. 


The accounts in the illustration at the left show the open manufacturing 
accounts after the above journal entries are posted to the ledger illustrated on 
page 456. It will be ob- 
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ee 11642'8 | y | ) were open on the ledger at 
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Work IN PROCESS _ period. The balance of 
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Dee. cl stn. al . sa 89 Dea soar ee 03 shows the asset value of 
ee ves laa ery aero the material in the store 

room and the balance of 

ee pe USTED S008 —— == the Work In Process ac- 
6 Sytner . ¥ are | | | | | count, the asset value of 
1 J 457 18693 03 | | | materials, labor and bur- 
2982 4/46]| | | | | den in process of manu- 








facture. .The accounts 
which show the cost of materials placed in process, labor and the burden dur- 
ing the fiscal period are in balance and not shown in the illustration. The 
Finished Goods account shows the value of the candy in stock December 1 
and the cost of the candy manufactured during December; the sum is the 
“cost of merchandise available for sale.” 


The credit to the Finished Goods account because of the candy sold 
during Détember is not shown in the foregoing illustration. The purpose of 
these illustrations is to show the method of recording factory costs as they 
oceur during the cost period and of recording the cost of the goods finished 
during the period. The cost of sales for the manufacturer is the difference 
between the balance of the Finished Goods account and the inventory of fin- 
ished goods in stock at the close of the cost period. 
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Unit Cost. The cost of each article manufactured, as an automobile, 
a pair of shoes, a pound of butter, a gallon of molasses, or a barrel of flour is 
known as the wnit cost. When the factory produces only one kind of article, the 
cost of each unit may be ascertained by dividing the total factory cost by the 
total number of units produced. Thus, if a manufacturer of flour produces 
one thousand barrels during a cost period, and the manufacturing cost for 
this period is $7,000.00, the unit cost or the factory cost per barrel is $7.00. 


Cost Accounting. When the products of the factory are not all the 
same, it is necessary to provide a supplementary record which will show factory 
eost for each article or group of articles of the same quality. The keeping 
of this supplementary record is known as cost accounting. 


SUMMARY 


The Manufacturing Process is the process applied by the manufac- 
turer to produce commodities. The cost of these commodities includes materials, 
direct labor and burden. The total material, labor and burden cost applicable 
to the goods manufactured constitutes the factory cost, that is, the cost of 
finished goods manufactured. 


The Factory Costs are recorded in appropriate accounts. The balance of 
these accounts and the inventory of unfinished goods provide the needed 
information for preparing the Manufacturing Statement. 


The Materials Account is a record of the increases and decreases in the 
asset materials. This account is debited for the cost of the goods when pur- 
chased or when returned to the storeroom by the factory, and credited for 
the cost of materials when requisitioned for factory use or when returned to 
the vendor. The debit balance of the Materials account is the asset value of the 
material in the storeroom; this should be verified at the close of each cost period 
by a physical inventory. 


The Materials in Process Account is a record of the increases and 
decreases in the asset materials requisitioned for factory use. This account 
is debited for the cost of materials requisitioned, and credited for the cost of 
materials returned by the factory to the storeroom. The debit balance of 
the Materials. in Process account at the close of the cost period shows the 
materials placed in process during the cost period. It is shown on the Manu- 
facturing Statement as one of the factory costs and closed into th® Work in 
Process account. 


The Labor Account is a record of the increases in direct labor cost. This 
account is debited for the increases resulting from paying wages and salaries. The 
debit balance at the close of the cost period shows the labor cost for the period. 
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It is shown on the Manufacturing Statement as a part of the factory cost and 
closed into the Work in Process account. 

__, When both direct and indirect labor are debited to the Labor or Pay Roll account, 
it is necessary to transfer, at the close of the cost period, the total indirect labor from this 
account to the Indirect Labor account or the Burden account. The better plan is to analyze 


each pay roll and debit the Labor account for the direct labor and the Indirect Labor ac- 
count for the indirect labor. 


The Burden Accounts, that is, the accounts with the various élements 
of burden, contain a record of the increases in the burden costs. A separate 
burden account with an appropriate title is debited for increases because of 
factory expenses paid or accrued, factory supplies consumed, insurance expired, 
and depreciation on factory buildings. 

The debit balance of each burden account shows the burden cost and 
the sum of all of these the total burden cost. Each element of burden is shown 
separately on the Manufacturing Statement as a part of the factory cost. 
In the ledger, these separate accounts are summarized in one Burden account, 
the balance of which is transferred to the Work in Process account. 

The Burden account is usually a summary account prepared at the close 
of the cost period. It is the result of summarizing all the elements of burden 
during the cost period into one account. 


The Work in Process Account is a summary of the material, direct 
labor and other factory costs for the cost period. This account is debited at the 
close of the cost period for the balance of the Materials in Process, Labor and 
Burden accounts, and credited with the cost of finished goods as shown by the 
Manufacturing Statement. The debit balance of this account shows the asset 
value of the goods in process at the close of the fiscal period. It is verified by a 
physical inventory. 


The Finished Goods Account contains a record of the factory products 
completed and made available for sale. This account is debited at the close of 
the cost period with the total cost of goods completed and available for sale as 
shown by the Manufacturing Statement. It is credited with the total cost of 
goods sold during the period. At the close of the cost period, the debet balance 
of this account shows the asset value of the finished goods on hand. 


Exercise 164, Factory Costs 


(ORAL OR WRITTEN) 

1. “Gave the Seaton Realty Company check for $300.00 in payment for 
rent of factory building.” Is this a material, labor or burden cost? 

2. “Purchased from Oliver & Company on credit, material per invoice, 
$1,250.65.” Is this a material, labor or burden cost? 

3. “Issued check No. 148 for $627.50 in payment for factory pay roll.” 
(a) To which of the three classes of factory costs does this transaction belong? 
(b) Under what conditions would it affect two elements? 
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4. The account in the illustration at the right appears on the ledger of 
the Upson Manufacturing Company at the close of the monthly fiscal period, 
October 31. (a) What is 


: W PROCESS 
the balance? (b) Is it an ee 








t, liabilit fee salon to 
oe le Ute Or DLOprie- SO ce olin 3251/80 Oct. |31\Fin. G. 6645/27 
torship account? (c) State 31|M. in P. 947/50. 
31\Labor 5235/25 








the entries in journal form 31/Burden| |/2115/60 | 
to record the facts shown l | | 
in the second, third and fourth debit entries and the one credit entry. 

5. The depreciation on factory equipment at the close of the fiscal period 
is $141.50. -State the journal entry required to record this fact. 


Exercise 165, Manufacturing Statement 
The illustration at the left is a section of the Trial Balance prepared from 


OLSON COMPANY the ledger of the Olson 














TRIAL BALANCE, May 31,19... Company at the close of 
the fiscal period, May 31. 
Wiaterialene ccs.) set nee 3 10421150 || 9417/90 : L, 
Materials in Process...... 9417/90 || The Inventory of is ei! 
ADO ee eee Acree ea | 5471165 || terials, May 1, included 
ey Labor............ es Se | in the debit balance of 
Powel eo oie oc ts GLB 40M the Materials account, 
Expired Insurance........ fh S125 1 : : Y 
Property Taxes)..8. 2... 9. 41/65 is $3,625.18. The me 
Dep. on Factory Equip... . 59/72 |, tory of work in process, 
Work in Process.......... 2856/75 | May 31, is $1,386.20. 




















Instructions: (1) From 
the information given, prepare a Manufacturing Statement showing the cost 
of the goods manufactured during the May fiscal period. 

(2) Record the general journal entries necessary to close the accounts 
which record factory costs and show the cost of the work in process at the close 
of the fiscal period in the Work in Process account and the cost éf the finished 
goods in the Finished Goods account. . 


Exercise 166, Manufacturing Statement 


Work in process at the beginning of the cost period, $3,214.20. Work 
in process at the close of the cost period, $3,519.21. Cost of material used 
during the period, $10,921.90. Direct labor cost, $6,017.25. Indirect labor 
cost, $621.50. Burden for the period: rent, $300.00; depreciation, $62.50; 
power, $714.85; property taxes, $55.90; expired insurance, $41.30; miscella- 
neous factory expense, $72.90. 

Instructions. (1) Show the above facts in “T” accounts. (2) Prepare 
the Manufacturing Statement. (3) Make the journal entry to close the burden 
into the Burden account. (4) Make the journal entries to summarize the 
factory cost in the Work in Process account, and to transfer the cost of goods 
manufactured to the Finished Goods account. Use your name and current 
date as close of cost period, 


CHAPTER XXXIX 


DEPARTMENTAL PURCHASES AND SALES © 


The method of recording purchases and sales so as to provide the gross 
profit on all merchandise sold has been discussed in preceding chapters. The 
discussion in this chapter relates to the method of ascertaining the gross profit 
on sales for departments or for specific classes of merchandise. 


Departmental Sales. When a merchant offers for sale more than one 
class of merchandise, it is customary to separate the classes of merchandise 
and refer to each class as a department of the store. The merchant selling 
shoes for men, women and children may divide his store into different depart- 
ments and refer to them as the Men’s Shoes Department, the Women’s Shoes 
Department and the Children’s Shoes Department. A business having separate 
departments for different kinds of merchandise is ordinarily known as a de- 
partment store, but any store which in its accounting records divides its mer- 
chandise into distinct groups can keep departmental records. 


The purpose of keeping departmental records is to ascertain the total 
sales of each department and the gross and net departmental profit. This 
enables the manager to know which of the departments are proving to be most 
profitable and assists him in planning for the future of his business. ~ 


Accounts for Departmental Purchases and Sales. The accounts 
required to record purchases and sales for each department are the same as 
those used in recording purchases and sales for a business having only one 
department. In other words, for each department, accounts are kept with 
Purchases, Freight In, Purchases Returns and Allowances, Sales, Sales Returns 
and Allowances, and Merchandise Inventory. The gross profit on sales in 
one department is obtained from the balances of these accounts in the same 
way as the gross profit is secured for a business which has only one department. 
The title of each account includes the name or number of the department in 
addition to the usual title describing the purpose of the account. 


Eighteen accounts will be required to provide the shoe merchant, referred 
to in a previous paragraph, with the gross profit on sales for each of the three 
departments. The titles of the accounts which contain a record of the pur- 
chases and sales of men’s shoes are Men’s Shoes Purchases, Men’s Shoes 
Freight In, Men’s Shoes Purchases Returns and Allowances, Men’s Shoes 
Sales, Men’s Shoes Sales Returns and Allowances, and Men’s Shoes Inventory. 
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The title of the six accounts with each of the other two departments 
are descriptive of the department; women’s shoes describes the accounts which 
contain a record of the purchases and sales of that class of shoes, and chil- 
dren’s shoes, the accounts which apply to the purchase and sale of shoes in 
this department. Departments are usually described by number instead of 
a descriptive title for convenience when recording the account titles in the 
transactions. 


Departmental Transactions. Those transactions which affect the 
purchases or sales are referred to as departmental transactions. These include 
purchases, freight on merchandise purchased, return purchases, sales and 
return sales. Each transaction is analyzed and recorded so as to show its 
effect on the department or departments. 

Each purchase of merchandise for sale in a department is recorded as a 
debit to the Purchases account for the department. Each return purchase 
and allowance is recorded as a credit to the Purchases Returns and Allow- 
ances account for the department. 

Transportation cost on merchandise purchased is usually recorded as 
a debit to a general Freight In account because it is not always possible to deter- 
mine from each freight bill the exact amount of transportation applicable to the 
separate departments. At the close of each month or fiscal period, the total 
transportation cost as shown by the debit balance of the Freight In account 
is distributed to the departments on a percentage basis. The rate used is 
based on weight, cost value, or such other basis as will equitably distribute 
the transportation costs applicable to each department. 

Each sale of merchandise in a department is recorded as a credit to the 
Sales account for that department. Each return sale or allowance applicable 
to a department is recorded as a debit to the Sales Returns and Allowances 
account for that department. Separate accounts may be kept with Sales Returns 
and with Sales Allowances if desired; this would mean a Sales Returns ac- 
count and a Sales Allowances account for each department. Sales returns 
refers to merchandise returned and sales allowances to allowances made to 
customers because of unsatisfactory goods. 


Journals for Departmental Purchases and Sales. The journals 
affected by maintaining records which will provide departmental gross profit 
on sales are usually purchases journal, purchases returns and allowances jour- 
nal, sales journal and sales returns and allowances journal. The cash receipts 
journal will be affected in a retail business because of departmental cash sales. 
Since very few purchases are made for cash either in the wholesale or retail 
trade, the ruling of the cash payments journal is usually not affected by depart- 
mental records. 


Columnar Purchases Journal. The illustration on page 463 contains a 
record of the purchases on credit made during the month of December by the 
Economy Drug Co., an incorporated wholesale drug business. Two depart- 
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ments are maintained, one for drugs and the other for all other kinds of mer- 
chandise referred to as sundries. Three amount columns are provided for 
(a) Accounts Payable Cr. (total of the invoice), (b) Drugs Purchases, Dr. 
and (ce) Sundries Purchases Dr. 


PURCHASES JOURNAL 
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Illustration 90, Columnar Purchases Journal 


Posting from the Columnar Purchases Journal. Each amount 
entered in the first money column is posted to the credit of the account of the 
creditor in the accounts payable ledger; this posting is daily. At the end of the 
month, the three amount 
columns arefootedandthe —__ Accounts PAYABLE Page 18 
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third columns. The post- Dee. 1918/34) 
ing of the totals is shown | 
in the illustration at the SUNDRIES PURCHASES _ Page 29 
right; the debit to the el cae ye| ee Lay a 
Accounts Payable account Dec. _ Pi463 M39 — | | 

is from posting the pur- | 

chases returns and allowances journal on page 464. The posting of the totals 
records in the Drugs Purchases account the total drugs purchased for the 


month, and in the Sundries Purchases account the total sundries purchased 
for the month. 












































Columnar Purchases Returns and Allowances Journal. Returned 
purchases and allowances may be recorded in the general journal but in the 
accounting for departmental gross profit on sales it is better to provide a special 
journal. Unless a special journal is provided, it will be necessary to have a 
separate amount column in the general journal for each department. 

The purchases returns and allowances journal in the illustration on page 
464 contains a record of the merchandise returned to creditors and allowances 
granted by creditors of the Economy Drug Company during December. The 
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ruling and arrangement of the columns are the same as in the purchases journal. 
When merchandise purchased for the drug department is returned or an al- 
lowance is granted on drugs, the amount is entered in the column for this 
department. When merchandise purchased for the sundries department is 
returned or an allowance is granted on sundries, the amount is entered in the 
Sundries column. The amount of each return or allowance is entered in the 
first column. When a return affects both departments, the amount entered 
in the first column will equal the sum of the amounts entered in the other two. 
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Illustration 91, Purchases Returns and Allowances Journal 


Posting from the Purchases Returns and Allowances Journal. 
Each amount entered in the first column is posted to the debit side of the 
- PAGE 26 account with the creditor 

Drucs PURCHASES RETURNS AND ALLOW. in the accounts payable 
itr | Pp Ry ~. |... 2. . ledgers “this postings 
| Dec * PR od 1410 usually daily. At the end 
PAGE 31 























of the month, the three 


SUNDRIES PURCHASES RETURNS AND ALLOW. amount columns are 
ae ai ia a aS footed and the totals 
| | Dee. ba] PR 


| 
164 12bo proved; the total of the 

first column should equal 
the sum of the totals of the second and third columns. The posting of the 
Accounts Payable, Dr. column is shown in the Accounts Payable account on 
page 463. The posting of the totals of the other two columns is shown in the 
illustration above. 
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Columnar Sales Journal. The illustration on page 465 contains a 
record of the sales on credit made by the Economy Drug Co. during the month 
of December. Three amount columns are provided: (a) Accounts Receivable 
Dr. (total of the sale), (b) Drugs Sales, Cr., and (c) Sundries Sales Cr. 


Posting from the Columnar Sales Journal. Each amount entered 
in the first amount column is posted to the debit side of the account with the 
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SALES JOURNAL 
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Illustration 92, Columnar Sales Journal 


customer in the accounts receivable ledger; this posting is daily. At the end of 
the month the _ three 
amount columns are footed ACCOUNTS RECEIVABLE peer 
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account is from posting | | | | 1 | | 
the sales returns and al- 

lowances journal on page 466. The posting of the totals records in the Drugs 
Sales account the total amount of drugs sold for the month, and in the Sun- 
dries Sales account the total amount of sundries sold for the month. The 
debit to the Accounts Receivable account equals the sum of these two credits, 
hence maintains the equality of debits and credits in the ledger. 








Columnar Sales Returns Journal. Sales returns and allowances may 
be recorded in the general journal but in the accounting for departmental 
gross profit on sales, it is better to provide a special journal. Unless a special 
journal is provided, it will be necessary to have a column for each department 


in the general journal. 


The sales returns journal in the illustration on page 466 contains a record 
of the merchandise returned to the Economy Drug Company and the allowances 
made by it during the monthly fiscal period. The ruling and arrangement of 
the columns are the same as in the sales journal. When merchandise sold by 
the drug department is returned or an allowance on drugs is granted to a cus- 
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tomer, the amount is entered in the Drugs column. When merchandise sold 

_by the sundries department is returned or an allowance on sundries is granted 
to a customer, the amount is entered in the Sundries column. The amount 
of each return or allowance is entered in the first column. When a return 
affects both departments, the amount entered in the first column will equal 
the sum of the amounts entered in the other two. 
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Illustration 93, Sales Returns Journal 


Posting from the Sales Returns Journal. Each amount entered in 
the first column is posted to the credit side of the account with the charge 
customer in the accounts receivable ledger; this posting is usually daily. At 
the end of the month, the three amount columns are footed and the totals 
Page 23 Drucs SALES RETURNS AND ALLOWANCES proved; the total of the 
iva i i iS first column should equal 
Des. Bl | SR 466 : —| | | ahs the sum of the totals of the 
Page 28 second and third columns. 
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iets 
ing of the total of the Accounts Receivable column is shown in the credit entry 
in the Accounts Receivable account on page 465. The debits to Drugs Sales 
Returns and Allowances and Sundries Sales Returns and Allowances are illus- 
trated above. Posting these totals records in the Drugs Sales Returns and 
Allowances and the Sundries Sales Returns and Allowances accounts the re- 
turns and allowances applicable to each. i 


Columnar Cash Book. The ruling of the cash book will not be affected 
by departmental sales, except when merchandise is purchased and sold for 
cash. The illustration on page 467 shows the form of ruling for a cash book 
‘when all purchases and sales are recorded in the purchases and sales journals, 
controlling accounts are maintained with accounts receivable and accounts 
payable, and cash discount is allowed to customers and by creditors. This 
form of cash book can be used whether the sales and purchases are kept by 
departments or not. 
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CASH RECEIPTS 
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The retailer sells for cash and on credit but usually does not allow his 
customers cash discount for prompt payment. The retailer usually buys on 
credit and is allowed cash discount by his creditors for prompt payment. 
The illustration below shows a suggested ruling for a retail grocer who main- 
tains two departments and controlling accounts with Accounts Receivable 
and Accounts Payable. 
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General Journal. The ruling of the general journal will not be affected 
by departmental accounts when the returned purchases and returned sales 
are recorded in a special journal. The illustration below shows the ruling of 
the general journal when controlling accounts are maintained with Accounts 
Receivable and Accounts Payable; this form is satisfactory with or without 
departmental sales records. This form is the same as that illustrated in pre- 


vious chapters; it is repeated here to emphasize the statement that depart- 
mental accounts do not affect the ruling of the general journal. 
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Departmental Expenses. The discussion in this chapter relates to the 
method of ascertaining the gross profit on sales by departments. When it is 
desired to ascertain the net profit resulting from the operation of each depart- 
ment, it is necessary to record the expenses separately for each department and 
to apportion the expenses of a general nature to the various departments. 

In order to simplify the analyzing of expenses by departments, special 
columns are frequently used on the payments side of the cash book. A sepa- 
rate column is maintained for expenses applicable to each department. Ex- 
penses of a general nature are recorded in one column and the total posted to 
a general expense account in the ledger. At the close of the fiscal period, the 
balance of this general expense account is distributed to the various depart- 
ments through an entry in the general journal. 

The net profit for a department is then found by deducting the depart- 
mental expenses from the gross profit. The securing of the net profit for each 
department is the same then as the securing of the net profit for a business 
having one department. The method is not illustrated since it does not in- 
volve any new methods or principles. 


Exercise 167, Departmental Accounts 
(ORAL OR WRITTEN) 


1. The Family Grocery Company buys on credit and sells for cash and 
on credit with no cash discount on sales. Controlling accounts are maintained 
for accounts receivable and accounts payable. Three departments are main- 
tained, one each for groceries, delicatessen, and fresh meats. What would 
be the title of each column in the purchases journal illustrated below, stated 
in the order in which the columns are lettered? 





2. What would be the title of each column in the purchases returns and 
allowances journal below which is used by the Family Grocery Company? 





38. What would be the title of each column in the sales journal below which 
is used by the Family Grocery Company? . 
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4. What would be the title of each column in the sales returns and allow- 
ances journal below which is used by the Family Grocery Company? 





5. What would be the title of each column on the receipts side of the 
cash book below which is used by the Family Grocery Company? 





6. What would be the title of each column on the payments side of the 
cash book below which is used by the Family Grocery Company? 





7. What would be the title of each column in the general journal below, 
used by the Family Grocery Company for recording the transactions which 
cannot be recorded in the special journals? 





8. State the title of each of the ten amount columns required for the 
general journal if special journals were not provided for purchases returns 
and allowances and sales returns and allowances. You may assume that the 
amount columns are arranged in the same order as the illustration at the bot- 
tom of page 467. Indicate each column by a letter and its title, as “A, General 
Ledger, Dr.,” “B, General Ledger, Cr.,” “C, Accounts Payable Ledger, Dr.” 
etc. 


9. The Park Pharmacy sells for cash only and maintains four depart- 
ments, drugs, prescriptions, cigars, and fountain. What would be the title 
of each of the columns in the illustration below stated in the order in which 
the columns are lettered? 


CasH RECEIPTS 





10. The Bargain Department Store sells for cash and maintains six de- 
partments. Merchandise sold may be returned in exchange for other mer- 
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chandise but cash is not refunded. $7.00 was received from J. L. Hudson for 
a sale of men’s shoes sold him from the shoe department. Later he returned 
the shoes and received in exchange a hat from the hat department, sale value 
$5.00, and a shirt from the men’s furnishings department, sale value $2.00. 
State in journal form the entry necessary to adjust the sales in the three de- 
partments affected because of this exchange. 


REPORTS 


Balance Sheet. When departmental purchases and sales are recorded 
so as to provide departmental profit on sales, it is customary to show on the 
Balance Sheet the inventory of the merchandise in each department. With 
this exception the information shown on the Balance Sheet will be the same as 
when separate departments are not maintained. 


The method of showing the inventories for the two departments on the 
Balance Sheet, December 31, for the Economy Drug Co. is in the illustration 
below; the waved lines indicate the omission of part of the statement. 


ECONOMY DRUG COMPANY 
BALANCE SHEET, DECEMBER 31, 19 . 








Assets 
Current Assets: 

Cash ewenieicsris celle ouleutom tietusite. ¢ kenieuanen’e 3649.19 
Notes Reqelvabdle!.s <6 «ene en 6 6 clieue 6 1417.25 
Accrued Interest on Notes Receivable ae Fey ie 13.70 
Accounts Receivable. ... e « « 2093.84 

Less Reserve for Bad Debts. « + 216.40 || 1877.44 
Drugs Inventory. . . ....«. 4 Ce thane 7602. 27 | 
Sundries! Inventory . 3 «6 @aele oes iss . 12917. ee 

Total Current ABS OCS. clones ic) cele <i te 27478.41 


Deferred Assets: 














Proprietorship: 
Capital Stock Authorized... . 25,000.00 
Capital Stock Unissued..... 5,000.00 
Capital Stock Outstanding. .......--. | 20000.00 
SUPDLUS) i e/ks. Helles vanes wie, Lal ole piston etre ie ie _ 4544.20 _ | 
Total Proprietorship eve Wome co 8 arta ra cane | eases. 20 — 





1 oe 
Illustration 94, Balance Sheet 


Profit and Loss Statement. When the purchases and sales are recorded 
by departments, it is customary to show on the Profit and Loss Statement 
detailed information for ascertaining the gross profit on sales for each depart- 
ment. With this exception the information on the Profit and Loss Statement 
is the same as when separate departments are not maintained. 


— 
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A771 
The illustration below shows the Profit and Loss Statement prepared 


for the Economy Drug Company, December 31; the waved lines indicate the 
omission of a part of the statement. 


ECONOMY DRUG COMPANY 
PROFIT AND LOSS STATEMENT FOR YEAR ENDING DECEMBER 31, 19 . 














| Sundries 

















Drugs 

Income from Sales: 

Gross sales. . « « 6. « « « e||256785.01 27732.8 

Less Returns and Allowances. . 157.24 241.55) 

NoteSalesivers 6 “cite! of ite 23625.77 27491.28 
Cost of Goods Sold: 

Gross Purehases. . . . « « « «/|/16421.35 11435.03 

Less Returns and Allowances. . 395.57|! 104.24) 

Net Purchases. . .... « « «||16025.78 11330.79 

Add Inventory, January 1... .|| 5374.89 11543.68 

ANG Freignt In. ss 6 6 6 194.56)| _ 208.17 

Goods Available for Sale... pete 25082, 64 

less Inventory, December 31. ./| 7602.97)! 12917.86 

Net Cost of Goods Sold. . 13992, 261 : 10164.78 
Gross Profit on Sale 9633.51 17326.50 
fotal Gross Profit on Sales. . J 26960.01 





perating Expenses: 











Net Profit 





4031.40 








il | 
Illustration 95, Profit and Fives Statement 
Trading, Profit and Loss Summary Account. When the records 
provide for departmental profit on sales, it is customary when summarizing 
the account balances of the trading accounts in the Trading account or a 
trading division of the Profit and Loss Summary account, to rule a section 
for each department. The illustration in connection with Exercise 169, page 


472, shows the method of ruling. 


Exercise 168, Working Sheet and Reports 


The following account balances appear on the ledger of the Economy 
Drug Co. at the close of the yearly fiscal period, December 31: 


Dalest salaries, se erwake clots « $ 7,652.40 Accounts Receivable.......... $ 2,093 .84 
Accounts Payable............. ZRGD BOO OOLeSH MIs COUNtL sciseniaon +e ee 624 .88 
Office Equipment............. (05.00) eDruesebireicht [nese esse 194.56 
Sundries Sales Ret. and Allow. DAlPoDmse Capital OtOck.. saan. 5 ae 25,000 .00 
Reserve for Doubtful Accts... . 116.40 Dep. Res. for Of. Equip....... Li 2b 
SUnDIUs Meet nie at ea wees pIZeOOM Orgs Invemtoryrnsns. ..eeane 5,374.89 
Mise. General Expense........ 527.60 Advertising Expense.......... 324.57 
Dep. Reserve for Store Equip. . ID Oommen OAC Deen etre ek tench re. « seat 3,649.19 
Notes Receivable............. 417.25 Drugs Pur. Ret. and Allow. ... 3895.57 
SPOPO PUD DCS 2h. i ve acgor ale « 622 40s Ofice Salaries, y9-6.....55e-o- 9,855.40 
Unissued Capital Stock....... 5,000.00 Sundries Purchases........... 11,485.03 
INOtESTP By Able Wh. ela gf oo P5OOMO0 sOtticerSupplies es. 0.6.05 -.66 3825.80 
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PCH bacunelt, Meo aa. 3 Alla eh ees 2,100.00 Purchases Discount......... at 639 .20 
Interest Expense............. 163.74 Sundries Inventory........... 11,543 .68 
Drugs Rurchases. a nee aie 1642135) (Prepaid Insurances)... 44-4-6 865.50 
Sundries Freight In........... 208.17 ‘Interest Income... (2-4-5 ee oe 63 .35 
Store Gulpment an] sein ae ee UOTE 50 SUNCTICS Sales mae nee ee nee 27,732 .83 
IDWS SALese we keane aks satomeets 23,783.01 Drugs Sales Ret. and Allow.... 157.24 
Sundries Pur. Ret. and Allow. . 104,24 Delivery, Expenseee eee. ae 732 .55 
Inventories, Deferred Items, Accruals and Depreciation: 
Drugs Inventory, $7,602.97 Accrued Interest on Notes Receivable, $13.70 
Sundries Inventory, $12,917.86 Accrued Interest on Notes Payable, $4.50 
Office Supplies, $92.50 Accrued Taxes, $176.25 
Store Supplies, $186.55 Reserve for Doubtful Accounts, $100.00 
Prepaid Insurance, $240.00 Depreciation on Office Equipment, 5% 


Prepaid Interest on Notes Payable, $7.66 Depreciation on Store Equipment, 5% 

Instructions. From the information given prepare (1) Working Sheet 
with the accounts arranged in the correct order, (2) Balance Sheet, (3) Profit — 
_and Loss Statement, and (4) adjusting and closing entries. 


Exercise 169, Profit and Loss Statement 


The account below appears on the ledger of the Swiss Trading Co., Inc., 
at the close of the fiscal year ending June 30. Prepare a Profit and Loss State- 
ment from the facts stated in the account. 


TRADING, PROFIT AND LOSS SUMMARY 













































































19 : 19 | | 
June |30) Mdse. Inv. 7/1 11687)\10)|June |30| Mdse. Inv. 6/30 ie 938162 
'30| Dept. A Purchases 14113)69 130| Dept. A Pur. R. & A.| || 137/22 
30} Dept. A Freight In 265/50 '30) Dept. A Sales 27781119 
/30} Dept. A Sls. R. & A. 327/55 | i 
30| Profit on Sls. Dept. A. 10906 09 
| | et 
37299 93 37299 93 
June |30| Mdse. Inv. 7/1 6944:07)||June |30| Mdse. Inv. 6/30 || 5642/33 
30) Dept. B Purchases 13419)76 30) Dept. B Pur. R.& A..; || 652/50 
30| Dept. B Freight In 422'65| 30) Dept. B Sales 33615)75 
/30| Dept. B Sls. R. & A. 519)90 | 
130) Profit on Sls. Dept. B. 18604)20 | 
39910/58 . 39910)/58 
June |30| Sales Salaries 6600/—|||June |30| Profit on Sls. Dept. A /|10906)09 
30| Advertising Expense 521/90 30] Profit on Sls. Dept. B.| |18604/20 
30) Store Supplies Used 362/78 30|Purchases Discount | 914|50 
130) Dep. on Store Equip. 91)75 |30| Interest Income | 62/29 
30) Mise. Selling Exp. 655/78 
30) Rent 2400|— 
30) Office Salaries 4115|— 
30) Mise. General Exp. 729)|90 
30) Office Supplies Used 175/55 
' 130} Postage 419/21 
30} Dep. on Office Eq. 42/75 
30) Expired Insurance 754) 50), 
30) Property Taxes 209}17) 
30} Sales Discount 542/41 
80| Interest Expense 116/55) 
30} Donations | 500\— |, aoe 
30) Surplus | |}12249/83]| | 
| {80487 08) | | | 30487/08 














CHAPTER XL 


COMPARATIVE REPORTS 


One of the prime purposes of accounting is to provide information re- 
garding the operations of the business which will permit the owner or man- 
agement to control future operations. Much valuable information for control 
purposes may be obtained from a comparison of Balance Sheets for consecu- 
tive fiscal periods and Profit and Loss Statements for consecutive periods. 
The discussion in this chapter relates to the information which may be ob- 
tained from comparative reports. 


Comparative Balance Sheet. When information is desired about 
the changes in the assets and liabilities and the significance of the changes, 
Balance Sheets for two or more periods are arranged so that they can be com- 
pared readily. Information of the same nature is placed in adjacent columns 
and the increases and decreases are indicated either in amounts or percentages. 


The illustration on page 474 shows two Balance Sheets prepared for The 
Hall Mercantile Company. The first Balance Sheet was made at the close of 
the semi-annual fiscal period ending June 30, and the second, at the close of 
the semi-annual fiscal period ending the following December 31. The changes 
in assets and liabilities are indicated in the column at the extreme right. The 
increases are printed in Roman type and the decreases, in italics. 


The information to be obtained from the comparison of these two Balance 
Sheets may be briefly described as follows: 


(1) The cash balance has decreased $5,867.10. As the cash balance is 
large compared to the total assets, this is not, of itself, an unfavorable change, 
and may indicate that the cash is being used to a better advantage than before. 

(2) The Notes Receivable and Accounts Receivable are very small. The 
sum of these two items is less than the average sales for two weeks as shown 
in the comparative Profit and Loss Statement on page 476. This indicates 
that collections are prompt. It is worthy of note, however, that the Notes 
Receivable increased more than 160%. This may indicate that some cus- 
tomers are having difficulty in making prompt payments and are settling 
their accounts by notes; an analysis of the Notes Receivable account is nec- 
essary to determine this. 

(3) The Merchandise Inventory increased about $5,000.00 or about 32%. 
This is not too great an increase since it is in proportion to the increase in sales. 

(4) Sufficient depreciation seems to have been recorded on the fixed 
assets for a period of six months. This indicates that the assets are conserva- 


tively valued. 
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THE HALL MERCANTILE COMPANY 


COMPARATIVE BALANCE SHEET FOR Two SEMI-ANNUAL FISCAL PERIODS ENDING 
June 30 and December 31,19... 





























































































































Assets June 30, 19 Dec. 31, 19 Ine. or 
Dec. 
| 
Current Assets: 
ONS) aie seaport Hae Se Nis “redhat ce fe a ares SE Aa rae Be CRG WVAU ee oe ..| 88706)10|) 5867/10 
NotessReceivablens nei. tu de eee Il hee 4s e650 i ee ..| 4300;—|| 2650\— 
Accounts Receivable................ 4000|\—|...... Sole ae Ss 2 i eee 
Less Reserve for D’btful Accts...... 0—| 38960 — 110—|  6890/—)| 2930;\— 
Merchandise Inventory.............. fete leat, BLOT O GOT mee ..| 18990)40) 4910 80 
Accrued Interest Harned.............]|..... me LO AON eee ps 35 65 60 
Total Current Assets. . OD crs ec ey Pea ee se EO EVAU We oe Se ..| 68971/50)| 4689/30 
Deferred Assets per Schedule...........]]..... ae 454/30]|...... ..| 1814/50)) 860/20 
Fixed Assets: 
Oftice Equipment. ....-15.6 oe seas e- WARD S| hao 98 hs 1250)\— eee Hacc eae 
Less Depreciation Reserve......... 62/50) 1187/50 125) alo 62,50 
Store Pixturesir race. css head 2000i—|...... - ll ~=$2000\ | elec eee oe 
Less Depreciation Reserve......... 150i—| + 1850|\— 300i—; 1700\—| 150\— 
Delivery Equipment................ A500 ==We ee a A500\—|....... tT i eee 
Less Depreciation Reserve......... 450\—| 4050|\— 900\—| 3600\—|| 450|\— 
Bialdingeyc ahs a ene tetas te eee eee 10000|—|...... 10000|\— ||)... 2). eee 
Less Depreciation Reserve......... 250\—| + 9750|\— 500;—| 9500i\—|| 250|— 
Heme. G8: chet eee Se eee 5000i—|...... 15000 —|10000,— 
Total Fixed Assets.............. nls cileakoo MoU: aekeoy 30925\—|| 9087\50 
Good wall o's Fnac aes ERO ete eal eee ..| 15000/\—}}...... 15000}—))-23ee 
MOTAIMASSeIs.c. Mincas ck stioaeee rie ell mean ..{101574\—||...... + (Jeet |14637;— 
Liabilities and Proprietorship 4 * ee | 
Current Liabilities: | 
Notes Payable—Bank............... S000 ee ells See Se eee 5000|\— 
Notes Payable—Creditors............ 2000,—|......].. 2500\— Hp Side 500|\— 
AecountsiPayabless 4. 4....5 56 eee 88000)\—|......].. 47600—]|...... 9600'— 
FNCCHUCCR WAGES: . nn. acre cae, eee cS eee eral. 568\—|...... 73|— 
Accrued Interest Cost............... 155)... 2... 54\—]...... 101|— 
Total Current Liabilities......... faa e le AB6B0 Sen ..| 50722|—|| 5072|— 
Proprietorship: 
CapibalStocks > mutes tn stern ae oro 50000;—|...... . || 50000|— Ret 
SUPPIUS seve... . cnc ce eee tines arene 5924S ee ae Po OL 8. |e 9565|— 
otal Proprietorship. +s esreaiennn ..| 65924\—!|...... 65489/—|| 9565|— 
Total Liabilities and Proprietorship.....||..... » OUST at . .{116211);—|}14637\— 
——_= \X»— = 1) — ==) I- 






































Illustration 96, Comparative Balance Sheet 


(5) The Land account has increased from $5,000.00 to $15,000.00. This 
may indicate that the business has purchased land for a new home. As the 
business has a large cash balance, this is satisfactory, providing it has not 
unfavorably affected the ratio of current assets to current liabilities. 
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(6) Notes Payable-Creditors and Accounts Payable have increased 
$10100.00, but this is partially offset by the decrease of $5000.00 in notes pay- 
able to the bank. The net increase of $5100.00 is an unfavorable change, 
particularly when it is considered together with the decrease in the cash bal- 
ance of $5867.10. 


(7) The ratio of current assets to current liabilities in the Balance Sheet 
of June 30 was 2 to 1.42. In the December 31 Balance Sheet, it changed to 
2 to 1.47. This is an unfavorable change, when it is taken into consideration 
that a normal ratio of current assets to current liabilities should be 2 to 1. 
It is particularly unfavorable since formerly the current assets were mostly 
cash while now a large per cent consists of notes receivable, accounts receivable 
and inventory, which may decrease in value before they are turned into cash. 


Comparative Profit and Loss Statements. When it is desired to com- 
pare income, cost and expenses of a similar nature for two or more consecutive 
fiscal periods, the Profit and Loss Statements are arranged in comparative 
form. Information of the same nature is placed in adjacent columns to facili- 
tate making the comparison; the increases and decreases are indicated in 
amounts or percentages. 


The illustration on page 476 shows two Profit and Loss Statements pre- 
pared for the Hall Mercantile Company, a corporation. The first statement 
was prepared at the close of the June semi-annual fiscal period, and the second 
one at the close of the following semi-annual fiscal period, December 31. A 
comparison of the two statements is shown by the figures in the third column 
at the right; increases are printed in Roman type and decreases in italics. 


The information to be obtained from a comparison of these two Profit 
and Loss Statements may be briefly described as follows: 


(1) Comparison of gross sales. The sales during the second six months 
increased 31.8%. This indicates a favorable condition. 


(2) Ratio of sales returns to sales. The sales returns during the first 
half of the year were 3.3% of the sales and the latter half of the year, 2.7%. 
This is a favorable condition because it indicates more satisfied customers. 


(3) The gross profit for the first period is 27.3% of sales. In the second, 
it increased to 29.6%, or 2.8%. This indicates that a higher markup is being 
secured either from the fact that higher prices are being charged or that pur- 
chases are being made on a more favorable basis. 


(4) Turnover. The turnover for the first six months of the year is 5 and 
the second six months, 6. This indicates a favorable condition because during 
the first half of the year, the merchandise was turned over only five times 
while during the latter part of the year, it was turned over six times. Turn- 
over is the cost of the merchandise sold divided by the average of the beginning 


and ending inventory. 


Complete—(5) 
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(5) Expenses increased from 21.2% of net sales to 23.1%. This indicates 
a tendency which, if continued, will materially decrease profits in the future. It 
is also worthy of note that Administrative Expense has decreased $2,250.00. 
This may be due to the fact that certain administrative expenses have been 
paid during the first half of the year and have been charged as expenses for 
that period only. If that is the case, the Administrative Expense may again 
be higher during the next period. If it is accompanied by equally higher 
expenses in the other divisions, the total expenses may increase until they are 
out of proportion to sales. 


THE HALL MERCANTILE COMPANY 


COMPARATIVE PROFIT AND Loss STATEMENT FOR Two tea FISCAL 
PERIODS ENDING June 30 and December 31, 

































































































































June 30, 192 Dec. 31, 192 | Ine. or 
Dec. 
eee eee de ae —|| ee 
INCOME FROM SALES: ; | | 
Gross; OaleSa.. . eae coe eee tees Soils ee . -{L10000|— I... ...- . .|145000|—/|35000|— 
Less Sales Returns and Allowances ...||..... oA -SG600l——l0 xo n0 = .-| 4000)—|| 400;— 
Nettincome from: Saleseee. 444] oellieee ee ..{106400|—]...... . .|141000|—||34600|— 
Cost OF GooDs SOLD: 
Inventory at beginning of Period..... LGOLO SOS. a. alien L4079)\60). 3 ees 2831\20 
Purchases’ 0. 22 5 i eS 63981/380). +2... 2b - 89246140)... .. 4... 25265/10 
Freight and Drayage In............. 10663/50}......].. 14874/40)......].. 4210/90 
hotals Purchases! Costhaasea. cere ce. fee OT555\G0). see ales LLS2Z00I40| eo elon 26644/80 
Less Inventory at end of period ...... 14079|60|...... 5 || $i 8990)4 Oley cere a ere 4910/80 
Net Cost of Goods Sold............J).5...].. T7476\—||...... 99210|—}|21734|— 
Gross Profit; on Salesaa- oti nae ven lee ine ZO9Z4\—ll 2 Salle 41790|\—||12866|— 
OPERATING EXPENSES: 
Buyinedixpenseg ics... sv eis eee 38850\—!...... 6525|—|......1].. 2675|— 
Selling Wxpense,.... <0. sn seen 7700i—........ .-|| 18050\—]......1.. 5350|— 
Delivery. Uxpenses y.Ps}4.Oe2 Pea at. eee A400\—lean eo. a STOO |e 4300|— 
Administrative Expense............. 6600) aeas 4350i—......].. 2250\|— 
Total Operating Expenses..........||..... ..| 22550\—|...... | 32625|—\!10075|\— 
Net Profit from Operation.......||..... al 3 TE all Spee nt ee 9165|—]| 2791;— 
OTHER INCOME: 
Unperest earned sec ccteiene a enero ae erent 250\—|...... 650\—|......].. 400|— 
Purchases; Discount...<.4.0-9 see ee 500|— 4. .... 850/—|.... . . |. 350|— 
otal Other, Incomes: aa sein ella kee 760/—I|...... 1500|\—||_ 750\— 
Gross imeome:.4 s4.. eae eee oe eee Wi24i—-W 10665 rr 3541|/— 
DEDUCTIONS FROM INCOME: 
Interest, (Costipes.c cs stesn ts chit se Frog 500iI—|. >... .].. 100\—)...... 400|— 
Sales Discounts! Se. x fps ie clots ate 700i—|......1.. 1000|\—|...... 300|— 
Total Deductions from Income..... |]..... 1200|—]|...... a 1100|—|| 100\— 
Net Income Carried to Surplus......... |/.....].. 5924\—|.. 2... 9565 Dy 3641|— 





Illustration 97, Comparative Profit and Loss Statement 
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(6) The net profit from operations has increased from 6% to 6.5% of net 
sales. This is favorable but it must be borne in mind that it is due to a higher 
markup on the merchandise and not to a decrease in the expense of operation. 
If the higher markup is due to an increase in prices during the period and is, 
therefore, unlikely to be repeated in future periods, the increase in net profit 
may be replaced in future periods by a loss. 

(7) Net income. The net income as a result of operating the business 
during the first six months was $5924.00 and during the second six months, 
$9565.00, an increase of $3641.00. This indicates a favorable condition. 


Method of Showing Comparative Facts. The comparative Balance 
Sheet and Profit and Loss Statement provide the desired information but not 
an interpretation of this information. This interpretation may be shown through 
graphs or percentages. 


Graph. A pictorial chart presenting comparative facts is referred to 
as a graph or graphic chart. There are three forms of graphs in general use, 
(a) the bar graph, (b) the curved graph, and (c) the circular graph. Each of 
these forms may be used when presenting facts shown on comparative reports. 


A Bar Graph is used to compare totals for two or more periods. Thus, 
if it is desired to show by a bar graph the net sales for the two periods as 
reported on the Profit and Loss Statement, page 476, the bars would be arranged 
as in Illustration 98. 

If the comparison of sales is for six periods, the sales for the first fiscal 
period being $50,000.00, the second, $60,000.00, the third, $80,000.00, the 
fourth, $65,000.00, the fifth, $75,000.00, and the sixth, $85,000.00, the facts 
prepared in bar graph form would be as in Illustration 99. 

When desired, the bars in the bar graph may be made to show a compari- 
son of more than one group of figures. Thus, if it is desired to show net sales, 


40 50 60 70 





10° -20 30 
{| 





80 90 100 lO 120 130 140 
ry Te 





150 160 170 180 
|_| 





190 
m7 





Illustration 98, Horizontal Bar Graph 
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cost of sales, selling expense and general expense on the same bar graph for the 
two periods shown in the Profit and Loss Statement on page 476, the informa- 
tion would be presented as in Illustration 100. 
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Illustration 99, Vertical Bar Graph 
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Illustration 100, Vertical Bar Graph 
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A Curved Graph is used to present a comparison of figures over a num- 
ber of periods. Assuming that the monthly sales and selling expenses for two 
consecutive periods are as shown on page 476, a curved graph setting forth the 
facts would appear as in Illustration 101. 
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Illustration 101, Curved Graph 


iN Circular Graph is used for presenting figures where a comparison is 
based on $1.00 or 100%. Thus, when a merchant receives $1.00 for a sale, 
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he knows that this dollar must include the cost of the merchandise, the selling 
expense, the general expense, and his profit; each cost or expense is regarded 
as a per cent of the selling cost. : 
The two circular graphs in Illustration 102 show the method of present- 
ing cost and expenses based on selling price for two consecutive years. t 
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Illustration 102, Circular Graphs } 
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Percentages are often used to present a comparison of figures and are 
sometimes even more comprehensive than the graphs or the figures them- 
selves. All accounting facts presented in percentage form should be calculated 
on the same base, and must be figured accurately if they are to be of value. 
If some percentages are based on sales and others on cost of sales, no compari- 
sons can be made. In business, it is customary to use the selling price as the © 
basis in figuring percentages. The base used should always be stated. — y 
When percentages are used to emphasize facts on a Balance Sheet 1 
Profit and Loss Statement they are usually shown in a separate column on 
each report. Percentages are usually used to show the relation of facts on each 
report prepared at the close of the fiscal period. When used to state the ~~ 
facts resulting from a comparison of two or more consecutive fiscal periods, it “4 
is usually necessary to restate the figures showing these facts and base the _ 
percentage on this statement. Sahat a 
Illustration 103 shows the Profit and Loss Statement for the latter half 
of the year as illustrated in comparative form on page 476 with the percentages 
stated in the column at the right; each rate per cent is based on net sales. The 
circular graph at the right in Illustration 102 shows the costs and profit in 


4 


ad 
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each dollar of sales based on the percentages shown in the statement in IIlus- 
tration 103. From the detailed information in these reports, the management 
can determine if any of the costs are out of proportion to the sales and the 
income therefrom. ‘These percentages are also of value in comparing costs 
and profits for consecutive periods, since it is much more simple to interpret 
the information if the figures are expressed in percentage form. 


THE HALL HARDWARE COMPANY 


ye PRrorit AND Loss STATEMENT FOR ae FIscAL PERIOD ENDING 
ie: December ul, ane) 















































Tot 
Net Sales’ 
SHINER... Voc BLO Ai ene Seen ea cg Se ic Mall Whore ce as Ss 145000|— 103 
Ss sate 0 INCA TO Wat COS/=17.tereeels. sitter cullinencoa eae a 4000/|— 3 
mmomertrom@iales................6...++ ||. eee: >. | 141000|\— 100 
ee oC 14079|60 |/....... : 10 
NE ee ave oats 89246/40 ||......./.. 63 
MO ACSI see due is gus cues ere eats VAS TAIAO Ns ae 2 10 
1 F Mn GMSCS 1 © OSU isis hestoe sic oes ais dls enpueveadi events OAD OO os 6 os oe Bel 83 
ventory, December 31, 192.............. 18990i40 Wa wee: ff: 13 
; Net S OtEOL GOOUS| SOLU ea rirte arate etal s 52s |lllnce tems 99210|— 70 
a 2 Demme ro MirOMesales esas Aeeiace se. a ies elles 22 te 2s, 41790|— 30. 
Orman EXPENSES: 
Buying ME ONO AM TW Ae. A. tenn Pic cence. e266 CV Wc ao adc las 5 
Selling JES OXOLINS Oe Aen Sh seen? Rs ne Pn 13050\— ||.......].. 9 
DelivemmUxXpenSe: 0.2 is os < bs bide custo u ee naw 8700\— ||.......].. 6 
Administrative STO CTISE) way see tes crcne Ru cehstneee one "Gcetshies A850) Whee nnawelies 3 
' “Total Operating PR PEUSES ines es cee ae ee 32625/— 23 
Net Profit Prom © PELatlONns re erie soso er eal Pap -tslaau- a 9165|\— A 
on INCOME: 
Pape Ticcrest Earned I sd 2. Sis ehicos cous oye ESS BOI Wheles fe alias 0.4 
Purchases Discount..........-....+2-+eeeeeees BBO IN) Water tele « 0.6 
SPM ie Other foment en fee .. |) 1500|— 1 
Peto: raecit 5 3 O88 6 Boe chen tO RCE ae | Parner Ae 10665|— 8 
_ Depucrions From INcoME: 
MT eA CS Re ee ey eee ete ween LOO = |i aw «one A, 0.1 
‘Sales AD IS COUIMGMPE ET sortie < cy oh © alicytawe cvobayeh ers aver es 1000|— ||....... e 0.7 
Total Medtuetions trom Income.....2.4.-.5..-.\...-++- - 1100)— 0.8 
« = Net Income Carried to Surplus....-.......-\|..--:-- re 9565|— 7 








ao , Illustration 103, Profit and Loss Statement with Percentages 
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Exercise 170, Comparative Reports 


(ORAL OR WRITTEN) 
THE WATSON HOME FURNISHING CORPORATION 
COMPARATIVE BALANCE SHEETS FOR TWO SUCCEEDING FISCAL PERIODS OF 
TWELVE MontHs EACH 






















































































Assets | Dee. 31, 1927 Dee. 31, 1928 
Current Assets: 
(CASI tet acho De othe: <7 MeacwA Skeets eee cee 8,752|20 12,607/10 
NotesaReceivablels.c::-c.1. shies. ool Ree 1,600|\— 600|— 
Accounts Recelvable:. saree os seein 2 §,115/50 \ 
Less Reserve for Bad Debts............. 100/\—|} 5,015)50 20,025\— 
Merchandiseuinventoryeneneooe se ae eens 15,000|\— 30,000 — 
Total Current Assets. te: o. 22 eee eee 30,367|70 63,232|10 
Fixed Assets: Sah 
Office quipmentiy 5 ee Piel ese eters 3,250|— P $to, 
Less Depreciation Reserve.............. 212/50|| 3,037/50 2,985 - 
Delivery Equipment... .....2..<:en0sebsn 4,500|— 
Less Depreciation Reserve.............. 450|—|| 4,050|— 4,000|— 
VELL Seay ry Sc tnd Sa Pen eet ettay Sage 12,000|— ie 
Less Depreciation Reserve.............. 250|—|| 11,750|— || 11,550)— 
Lae, eee ed eke e ee tenant cron iets —|| 4,000|\— 4,000|— 
MotvalPixedeAssetspe. seeds ota a 22,837|50 22,535|— 
CS GO Walleay is Fiat ate etter weeded ho eee 25,000|— 25,000|\— 
PRO TAIPASSEtGcn gs ey tener cen eee erp eee 78,205/20 110,767|10 
“LIABILITIES AND PROPRIETORSHIP im Pr a a 
Current Liabilities: 
Notes Payable—Bank.................... 2,500|\— 7,500|— 
Notes Payable—Creditors................. 2,000|— 20,000|— 
‘A ceountssbayabletcc enn ain: Soho cataae 12,000|\— 31,000\— 
UX COLUAISE Rs oes 5 GEN ene eee eens eee 150|— 1,900/— - 
hotal@urrent, liabilities 25. sses +. certs ———|—|| 16,650|\—||——-'-|| 60, 400/— 
Proprietorship: 
GapitaliStocke ssh ns aero rte ce era 50,000|— 50,000|\— 
Surplug sae tata cca bain ee 11,555)20 Pyle - 367/10 
HOtalpErOprMevorsit pa. ware cloner pee ene: —|| 61,555)20)/— —|| 50,3867/10 
Total Liabilities and Proprietorship.......... 78,205/20 110,767|10 
































1. Is the change in the asset cash from $8,752.20 to $12,607.10 indicative 
of a favorable or unfavorable condition? Why? 

2. Does the change in notes receivable indicate a favorable or unfavor- 
able condition? Why? 

3. (a) Does the incréase in the asset accounts receivable indicate a 
favorable or an unfavorable condition? (b) Do you consider the reserve for 
bad debts to be reasonable for each of the two years? 

4. (a) Is the increase in the asset merchandise inventory indicative of 
a favorable or unfavorable condition if the sales for 1927 are approximately 
the same as for 1928? (b) Is this information of importance in judging whether 
or not the change in the inventory is favorable? 
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es the amount of depreciation seem to be reasonable in each case? 

6. Do the changes in notes payable-bank, notes payable-creditors, and 
accounts payable represent favorable or unfavorable conditions? 

7. (a) What is the ratio of the current assets to the current liabilities in ° 
each Balance Sheet? (b) Which ratio is the more favorable? (c) In the 
second Balance Sheet, the current assets are about $3,000.00 greater than the 
current liabilities. Is this satisfactory? (d) Why? . 

8. (a) What is the probable cause of the change in the surplus from 


— $11,555.20 to $367.10? (b) Does this indicate a favorable or an unfavorable 
condition? 


f 5. The fixed assets have been depreciated for one year’s additional use. 
) 


Exercise 171, Comparative Reports 
The account balances below appear on the ledger of the Hall Mercantile 
Company after the adjusting entries have been posted at the close of a semi- 
- annual period ending June 30. The fiscal period directly follows the one for 
the Balance Sheet of December 31 which was given on page 474. 


Ores Mis Fekiy2 fA SoC ES aadke SA ete ops Bee a Se eo ate $ 29,819.10 
ENeamI COUN Cee rhe Se roti Sf dich he dys we ati s aekehe eo eutee ore ete a aah 3,800.00 
ENGOC TRS). BYES RET 2) (2 ae i ea 86,800 .00 
iResemve tormDoubtfulAccts: Re@sacijcasc. 61 pine ogi soe owls ea else c 294 .00 
es mcemE OU POIM OTN bin cic ic lcs cise Ges Sree cients oan © eune Hel sees & & shoes! eign ts 1,750 .00 
nesmon Dep. Ob Ofice HQUipMent. 2.2.2 oc vat. fone 2 cele Sislee oe ie lene 212.50 
SLOLC eT CS ie emer ar aime, cche Sheela o iciese Gye skp Mee eLs ha gee muanete yc) are sia cua 4,000 .00 
icsmiOrm Dep NO SLOLeEUXbULCS's scat ccc 6 ole sae stele ese swtehe 6) Sude claws es 600 .00 
WehivenyveiGulpimemtnees AS keels cca hove eretcehe se cai otra tim tlotetens Bre 4,500.00 
Resmiom Dep. oF Delivery Equipment. 1.2). .2 050+. oc oes ns leeks ~ 1,350.00 
SRM re ea ee este ee ects Alene Sais aw ol a avshebeerietstanetie ciate MUM nega es ors 25,000 .00 
RESeLOT WED LOSME UML GINGSS: « c. newcc ec © civ sisele slote's ete. primis ees blew 1,125.00 
TUTRGL.. bse Aiko 9 dicen Cat tee ie ee Pee A See Pain erwe nn s ates i 15,000.00 
CEO Clivyitl mare ee a eee Ee tena Fone oR acai (alin: wicclionid tar ehuclievers 2 Were. Cie erate ots wyiac 15,000 .00 
INo@tegeeay able anew 25 fs Aiea h chia athe « siete aida ele eee Oe « 5,000.00 
Nitespeayaple——CredivOrss. scr 0 ikea Goto eam ne sire 'c ecctiee cle ouinet 1,500 .00 
EE COUMUSM AV AIL sem te Pepe eeele Acrsielin Sete s lish utehrychite «olsun aiele seas We etme 54,650 .00 
NMlomaa RG, TREK Gril ee «EI IR ee nr Ses ae eas van icra Giaio ini roomy rciCe 10,000 .00 
SSAC LOCKOME ENT ALE Or See Anata ss he Soin ily eon sreie ale eats sae 50,000 .00 
SIs LL nee eR Goo cy its cova PSPS SRitchais esidiee clone Sates, salede stag'els tare 15,489 .00 
SLES PETE EY nS. age ican kare Se aisng eI deue Toe wes = Sethe Rae dha Ada he 207,000.00 
SAlCHeELeLUMM a ANG AA TO WANGCS)..5 os fxlce ales 6 soe Sere ees vin ollie) ste Wie cathe 3,500 .00 
IDS CeMDCreuENVOIILOLY Rael yee ears sccr ats aches tgheets at = Geais laaelp lactase ie chee? 18,990.40 
PASS CO eT ae eae, to heen Subks,“syahe = GR Abn woske aise se etenahs Mratsy pie allenacs 140,000 .00 
Pieler A Gena V A GCL sce Orcralcis ard ctoleis: oc <goie!cleleeyeless vlevsite #e-ahelai'e aie 13,000.00 
seaivelnm Hm p CMS CMe © ata telsY cin) fs ece: «el eed eer al ct ers bevel ay es vlel Ah cM, howe + pels 5,125.00 
Sl reees x) CHIN MEMO TE nir > oaaveye\e ie ah Phen Nclerabeser Vale ate sie ¢ stale ils « wieen 9) + 16,923 .50 
PD line riya CURE eae so. ot oi gin a ty cucve eicban sete she tei cleus rics “enayels- © sh gis oie, oye. eney 9,625.00 
Nomina MacLVewe x DCNSC... esa nWINE MIEN IS coe sues 5 ore ips) o ocem oye ores eneua iste 4,637 .50 
Mm CeCRESGRE ATLNCUM MEN ets Rete tet See ee Fim se lar lore Wiale is Snel wenerss Salus 820 .00 
Maint SEMID LS CO AUG Petey fore ioe cis Sk ius Oe Sioa Gunes wo eatNe Slate cane Ok nope ace 1,000.00 
INALETGS A OOS MEME Cea oS chee come Go pete cae cae Giele eae ew 660.00 
SCAM DIS COM IGM ra eee ate. Protaras vo eietaie. ist oh ce seis hee. aote oma keg alse 1,150.00 
ID OIA IOIASS wo scr oocyte ORO one Che one ER occ pcRerER OIC enn ne cncrOnS Pol mcioioncicact ca 100.00 
SRaGMLTV CT LODE Ee nt Ce tite eee Oe la icles ol emon fe ae isla yeas se a8 15,754.90 
Nceruedelntercsteuarned wo. vec n mbes oe payelsmaraigs mii prem es eae slots <e 70.00 
Arend) Wiergani oie 2 AGS qd cldbera do cielo tin ore 0 Ghetion aed ne enone crc orca er 775 .00 
Neertiedmlnverestn@OSbe as s.5 2 eae cee crcl ee ais sel se al aceite ere ce 4 bine 60.00 
Daina NCR = OU See orale losin clolgeniche 0 Dice Opis chtky Ceocceicna obs poreaar ao 425 .00 


Instructions. (1) Prepare a Balance Sheet as of June 30 in comparative 
form using the Balance Sheet of June 30 of the previous year; show your work 
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in the same form as the illustration on page 474, showing increases in black 
ink and decreases in red ink. 

(2) Prepare a Profit and Loss Statement as of June 30 in comparative 
form using the Profit and Loss Statement of June 30 of the previous year; 
’ show your work in the same form as the illustration on page 476, showing 
increases in black ink and decreases in red ink. 

(8) Prepare a bar graph similar in form to Illustration 100, showing a 
comparison of net sales and selling expenses for the two fiscal periods. 

(4) Prepare a Profit and Loss Statement showing the percentage based 
on net sales, similar in form to the illustration on page 481. 

(5) Prepare a circular graph similar to the illustration on page 480; the 
percentages in the Profit and Loss Statement required in (4) above may be 
used as a basis for the preparation of this circular graph. 


Exercise 172, Distribution of Profit 

The Kroger Grocery Company is incorporated with a capital stock of 
$200,000.00—$100,000.00 preferred, and $100,000.00 common; $90,000.00 of 
the preferred and $85,000.00 of the common has been issued. The preferred 
stock pays a dividend of eight per cent. The Surplus account at the close of 
the fiscal period, December 31, shows a balance of $22,500.00. It is decided to 
declare a dividend of eight per cent on the outstanding preferred stock and ten 
per cent on the outstanding common stock, and to transfer to a Sinking Fund 
Reserve account $5,000.00 to provide for bonds which will mature in the 
future. 

Instructions. Make in journal form the entries necessary to record the 
dividends and the sinking fund reserve. 


: Exercise 173, Stock Dividend 

At the close of business, December 31, the Capital Stock account of the 
Allen Manufacturing Co. shows a credit balance of $300,000.00, and the Un- 
issued Capital Stock account, a debit balance of $100,000.00; the Surplus 
account shows a credit balance of $162,500.00. A stock dividend of fifty per- 
cent of the outstanding stock is declared by the board of directors and the 
stock issued December 31. 

Instructions. Make in journal form the entries necessary to record this 
stock dividend. 


Exercise 174, Reduction of Capital Stock 

The Johnson Printing Co. is incorporated with a capital stock of $50,000.00, 
consisting of five hundred shares, par value $100.00 each. At the close of the 
fiscal period, December 31, the stockholders vote to reduce the capital stock 
from $50,000.00 to $40,000.00 and each stockholder surrenders his propor- 
tionate number of shares to secure this reduction. A check is issued to each 
stockholder for the par value of his stock. 

Instructions. Record in journal form in one amount the entry to record 
the cash paid the stockholders for the stock surrendered. 
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